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EW CALEDONIA is a French 
| N colony in the South Pacific, 

about 900 miles north of 
New Zealand, and 800 miles east of 
Australia. The island is strategically 
located, and has been of vital im- 
portance to the Allies in the Pacific 
War. Its capture by the Japanese 
would have placed them in a po- 
sition to invade Australia and New 
Zealand. If the Japanese navy had 
been victorious in the battle of the 
Coral Sea, it is likely that their 
forces would have moved on to New 
Caledonia, and developments in the 
Pacific War would have been de- 
cidedly less favorable than they are 
to date. 


Strategic Location 


New Caledonia represented the hub 
of activity in the battles of Guadal- 
canal, New Georgia, and Bougain- 
ville. It was the backbone of sup- 
ply for these campaigns, and the 
headquarters of Admiral Halsey and 
Lieutenant General Harmon. Al- 
though the main activity in the 
Pacific War has moved to the north 
and west, New Caledonia still plays 
a vital part in the lines of communi- 
cation for the Allied forces. 

The Japanese have coveted the 
mineral resources of this island for 
a long time. They had been working 
large concessions prior to the war, 
and shipped 24,000 tons of iron in 
January and February, 1939. The 


island reputedly possesses the rich- 
est mineral deposits, acre for acre, 
of any country in the world. Large 
deposits of nickel, chrome, iron, 
manganese, and cobalt are present. 
The value of exports of all goods in 
1938 totalled 146,453,000 francs, of 
which 118,265,000 francs represented 
nickel and chrome. 

The Colony has gone through po- 
litical turmoil. Since the capitulation 
of France, there have been three 
revolutions. Vichy influence and in- 
ternal disputes characteristic of the 
mother country played their parts in 
New Caledonia also. Today, the 
Colony appears to have attained 
political stability, although wran- 
gling still exists. 


Characteristics of the 
Population 


The population of the island is pre- 
dominantly Melanesian, 30,000 na- 
tives composing this group. The 
natives are members of_ several 
tribes, each with its own customs 
and folkways. Though tribes may 
live close to each other, each has its 
own language. French is becoming 
the common tongue, however. The 
number of natives has been decreas- 
ing steadily. It is estimated that the 
island was once inhabited by 70,000 
to 100,000 Melanesians. The natives 
form only a small portion of the 
available labor supply, as they are 
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generally content to remain in their 
villages. When they do accept em- 
ployment, they are prone to quit as 
soon as they have earned enough to 
subsist them for some time. 

New Caledonia has a larger white 
population than any other island in 
the South Pacific, with 17,000 
French inhabitants. The island was 
used as a penal settlement by France 
from 1864 until 1894, between 30,000 
and 40,000 prisoners having been 
transported to it during that period. 
These included not only hardened 
criminals, but also political prison- 
ers, especially those who had par- 
ticipated in the French Commune. 
The white population consists mainly 
- of descendants of these prisoners. 
They are mine operators, shopkeep- 
ers, government workers, plantation 
owners, and people of leisure. 


Labor Conditions 


To obtain necessary labor, the Col- 
ony has imported indentured Ton- 
'kinese (from Indo-China) and 
Javanese. These people have been 
brought to the island on a three- 
year contract. Repatriation has not 
been possible during the war, and 
consequently there has been little 
change in this labor supply. There 
are about 7,500 Javanese and 3,400 
Tonkinese working in the mines, on 
farms, and as domestic servants. 
These groups form a cheap source 
of labor, but their future availability 
is questionable. 

Japanese coolies had been im- 
ported in the past century to work 
in the mines, and some had re- 
mained on the island. When Pearl 
Harbor was attacked, there were 
in New Caledonia 1,200 Japanese, 


who were mainly engaged in small 
businesses, operating retail shops, | 
tailoring establishments, etc. With 
General De Gaulle’s declaration of | 
war on Japan, the Japanese in New 
Caledonia were taken under custody 
and deported to Australia. 

The Colony has been concerned 
over its labor supply. The presence > 
of American troops affected the 
availability of workers. Indentured 
servants now found means of en-— 
hancing their incomes. The former 
Governor contended that the pres- 
ence of our troops resulted in an 
exaggerated feeling of importance 
on the part of immigrant laborers, 
and that they desired to earn dollars 
regardless of means. The Tonkinese 
and Javanese found that they could 
earn as much for a few hours’ work 
for a soldier as they would for a 
week’s work at their usual occupa- 
tion. With limited laundry facilities 
available to American troops during 
the early days of their presence, 
laundering became a most lucrative 
occupation. A tip for service ren- 
dered, or the price paid for a souve- 
nir, seemed most attractive to 
immigrant labor. 

Local authorities have not been 
pleased with this situation and have 
instituted measures for greater con- 
trol of the Tonkinese and Javanese. 
Their wages have been increaséd 
somewhat. Movement from _ one 
center to another has been forbid- 
den and an ordinance prohibits 
their moving about freely at night. 


Impact of the War 


American troops landed on New 
Caledonia in March, 1942. The im- 
pact of the suddenly increased de- 
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mands placed upon the island was 
great. From a quiet, sleepy, un- 
known place, the Colony overnight 
became the center of all military 
activity in the South Pacific. Ameri- 
can troops brought with them funds 
and placed sizable sums in circula- 
tion, thus affecting the economy ma- 
terially. Lend-lease arrangements 
enabled the procurement of supplies 
locally; later, activities of the Fed- 
eral Economic Administration in- 
creased the available market for the 
products of the island. 

New Caledonia’s participation in 
the war and the presence of Ameri- 


can troops have, in general, had a 


salutary effect upon its economy. 
Mining activities have been stimu- 
lated, agricultural methods have 
been improved, the treasury has 
profited considerably, and individual 
incomes have soared. At the same 
time, the usual wartime disturbances 
are present, price levels have risen 
appreciably, and effective measures 
will be necessary to restore a 
balanced economy. It is doubtful 
whether New Caledonia will return 
to its prewar status, however. In- 
creased interest in its mineral de- 
posits will guarantee further eco- 
nomic development of the Colony. 

The Army has recently enlarged 
its Post Exchange facilities, with 
two major exchanges resembling a 
department store in the States. 
These exchanges are making numer- 
ous items available to the soldier at 
prices far below those paid to 
merchants, and this fact will tend 
to lower prices in general. Obvi- 
ously, the new Post Exchanges are 
not looked upon favorably by the 
merchants. 


Industries and Resources 


Mining is the most important in- 
dustry, but inadequate labor and 
machinery have retarded its devel- 
opment. The Colony is keenly aware 
of the potentialities of its mineral 
resources, and increased interest in 
mining is inevitable. Coffee growing 
is the second ranking industry, ex- 
ports in 1938 totalling 12,059,000 
francs. Much of the coffee used by 
American troops in New Caledonia 
has been obtained locally. Cattle 
raising is the third major endeavor, 
with more than 100,000 head of 
cattle on .farms. At one time, the 
Colony engaged in beef canning, 
but found this unprofitable. Postwar 
needs for relief and rehabilitation in 
the Orient may encourage the 
growth of this industry. 

Commerce has been affected ma- 
terially by the war. Lack of water 
transportation, limited foreign mar- 
kets, shortage of labor, and local 
consumption by American troops 
have reduced exports. In 1939, im- 
ports and exports totalled 433,300 
tons, for a value of 345,800,000 
francs. Of this amount, 225,163 tons, 
with a value of 188,182,000 francs, 
were imported. The principal sources 
of imports, in their relative order, 
were as follows: 


France and its colonies United States 


(Indo-China and Japan 
Algeria) Belgium 
Australia Canada 


Great Britain 

In the same year, exports totalled 
208,176 tons, with a value of 157,- 
634,000 francs. The principal recipi- 
ents of these exports in their rela- 
tive order were: 
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France and its colonies Germany 
Australia Japan 
United States New Zealand 


In 1942, exports dropped to less than 
50 per cent of the 1939 level, but 
imports decreased only 5 per cent. 
Most of the imports came from the 
United States and Australia. 


Financial Position 


Individual incomes have _ soared 
during the war years, bank deposits 
representing the major portion of 
the total increase. In 1939, bank de- 
posits totalled 25,000,000 francs. The 
coming of the war witnessed a drop 
to 23,000,000 francs in 1940, with a 
slight increase back to 25,000,000 in 
1941. The American landing in 1942 
played an important part in increas- 


ing the income of the local mer- 


chants. New shops sprang into exist- 
ence, fabulous sums were charged, 
and demand far exceeded supply. 
Anything placed on display was 
bound to be sold. Lemonade stands 
netted huge returns. Bars became 
evident everywhere, followed by 
hamburger stands, and familiar 
signs, such as “The Greasy Spoon.” 
Souvenir shops netted several hun- 
dred per cent profit on numerous 
articles. American Post Exchanges 
carried the bare necessities, and the 
civilian establishments flourished. 

In December, 1942, bank deposits 
totalled 38,000,000 francs, and in 
1943, the amount rose to 60,000,000 
francs. In 1944, savings deposits 
totalled 109,000,000 francs for 20,344 
accounts. Deposits for the first few 
months of 1945 are showing an in- 
crease. These deposits, however, do 
not measure the total savings. It is 
believed that some of the French are 


hoarding dollars, a practice which 
would have the effect of increasing | 
total savings by a _ considerable 
amount. 

The interest rate on savings ac- 
counts for 1945 has been increased 
from 1.25 to 1.50 per cent. This is a 
minimum rate, and a bonus of .75 
per cent is given for all accounts 
from which not over 15,000 francs 
are withdrawn during the year. 
Thus, it is possible for one to obtain 
a total of 2.25 per cent interest on 
one’s deposits. : 

It is purely coincidental—but in- 
teresting to note—that the percent- 
age increase in bank deposits and 
notes in circulation between 1939 
and 1944 is almost identical with the 
percentage change in France. In 
1939, 43,000,000 francs were in cir- 
culation in New Caledonia; in De- 
cember, 1944, 235,000,000 francs 
were circulating. It must be remem- 
bered that American money is also 
in circulation in substantial amounts, 
since American troops are paid in 
United States currency. The local 
authorities considered the advisabil- 
ity of forbidding the circulation of 
American money, but found that the 
replacement would be too great a 
problem. American money is ac- 
cepted everywhere, even the bush- 
men being very proficient at quoting 
prices in terms of dollars. 

The Colony has shown a surplus 
of receipts over expenditures for a 
number of years. In 1939, receipts 
totalled 59,000,000 francs, with ex- 
penditures at 52,000,000, the surplus 
being 7,000,000. In 1943, surpluses 
totalled 10,000,000 francs; in 1943, 
17,000,000. Budget receipts for 1944 
were estimated at 101,000,000 francs. 
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Expenditures for 1944 have been 
unusual, and the surplus will total 
only about 5,000,000 francs. Receipts 
for 1945 are estimated at 132,000,000 
francs. A substantial reserve fund 
exists, a good portion of which con- 
sists of profits resulting from the 
devaluation of the franc in 1944, 
Prior to devaluation, the franc was 
valued at 43 to the dollar; today, it 
is pegged at 50 to the dollar. 


Postwar Outlook 


The postwar problems of the Col- 
ony will be similar to those faced 
throughout the world, but on a much 
smaller scale and one more suscep- 
tible to ready solution. The island 
has gained materially by its new- 
found recognition. Pan American 
lines used Noumea as a station on 
their Pacific Route, and have ex- 
pressed an intention to utilize this 
port for postwar lines. The mineral 
resources of the island will con- 
tinue to be an important source of 
revenue and will likely attract more 
foreign interest than they have in 
the past. The cattle industry of the 


island should enable it to participate 
in postwar markets for meat prod- 
ucts. Numerous improvements in 
facilities will be left by the Ameri- 
can forces, especially in roads, water 
supply, and better health conditions. 

The Colony will find itself with 
a substantial surplus and high indi- 
vidual savings. It will look to the 
United States and to Australia for 
supplies of certain foodstuffs, coal, 
machinery, and luxury items. Many 
American products have become 
popular, and the residents will be 
interested in obtaining these. It 
seems apparent that trade between 
the United States and New Cale- 
donia will increase. The problem of 
postwar adjustments will not involve 
matters such as unemployment, lack 
of opportunities for investment, or 
lack of markets. Since the Colony 
is not highly industrialized, re-estab- 
lishment of lower price levels will 
not be difficult. At the termination 
of the war, New Caledonia will be 
able to face the future on a sound 
economic basis. 


Domestic Situation. — The most definite indication of the extent of the 
cutback in war production is that given by Mr. Byrnes in his second quar- 
terly report as Director of War Mobilization and Reconversion. He said 
deliveries of finished munitions for the Army Service Forces would be re- 
duced 15 to 20 per cent within three months after V-E day and 40 per cent 
within twelve months. Figures for the Army Air Forces and the Navy, 
which will have to be included to arrive at an over-all total, are not yet 
ready; but their cuts doubtless will be less than those of the ground forces. 

Announcement of these figures coincides with an increase of concern, 
evident in the Washington agencies, for maintenance of the civilian econ- 
omy. There is much testimony that essential industries, essential services and 
essential workers need greater consideration in the allocation of goods and 
materials if the industrial organization is to be kept functioning effectively. — 
From the April letter of the National City Bank of New York. 


France as a Great Economic Power 
Jian BELLE 


Department of Economics, University of Illinois 


UCH attention has been 
\ | centered on France since 

the Germans have been 
~ driven out. That country has claimed 
the attention of those interested in 
politics who wonder whether she 
will again become a great democ- 
racy or whether she will become an 
appendage to Russia and be gov- 
erned by the Communist party. Some 
maintain that De Gaulle and his fol- 
lowers will restore France to her 
former position as a world power 
with traditional French individual 
freedom. Clearly, the answer to the 
problem of the future greatness of 
France rests upon a combination of 
economic and political factors, some 
of which concern the French people 
themselves whereas others depend 
upon the part played by the Allied 
nations, both individually arid col- 
lectively. This article deals primarily 
with the economic aspects of French 
postwar recovery. However, it is ad- 
mitted that the turn of political 
events in France will materially af- 
fect its economic life. The discus- 
sion which follows assumes that 
France will not go Communistic. 


The French National Economy 


France has passed through a cycle 
from the wealthiest and most power- 
ful military nation in the world to 
what threatened to be a subservient, 
vassal state. Her art, culture, lan- 
guage, and institutions long set the 
pace of advanced nations through- 
out the world. Likewise, France has 


passed through cycles of prewar 
(World War I) stability, postwar 
disequilibrium, and, finally, complete 
military defeat. The high points of 
the cycles are presented in outline, 
since they have distinct bearings on 
postwar France. 

France before World War I is 
aptly described by André Siegfried, 
who remarked: “Looking back, the 
best description that one can give | 
of prewar France is that it was a 
happy country.” Her economy was 
generally known as “balanced”: her 
money was stable; exports and im- 
ports were at high levels. In fact, all 
Europe had had two decades of 
good years—and no wars. 

The great Revolution in the 18th 
Century improved the position of 
the bourgeois, especially craftsmen 
and manufacturers. It was also re- 
sponsible for converting the large 
estates into small peasant farms 
owned by the peasants themselves. 
The ownership and operation of 
these small farms led to a certain 
thrift and individualism which have 
become a French tradition. The 
small peasant farmer became the 
greatest asset of France and, para- 
doxically, one of her dangerous 
weaknesses. The farms were small 
(averaging about 20 to 30 acres) 
and would not support a large fam- 
ily. Likewise, the old practice of | 


primogeniture prevailed. In most 


*André Siegfried, France, a Study in 
Os rae, (Yale University Press, 
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“uropean nations the largest fam- 
lies are found on farms, but in 
France birth control and the two- 
children family have cut the popu- 
ation severely since the system 
vegan around the middle of the 
[800’s. The peasant loved both his 
family and his farm. He could not 
livide the small acreage into smaller 
inits on which an heir could make a 
iving, hence the number of heirs 
was decreased. 

At the time of the Franco-Ger- 
nan war in 1870, the population of 
ach of the opposing countries was 
ibout 38 millions. After losing 
Alsace and Lorraine with their 2 
nillion inhabitants to Germany, the 
yopulation had barely reached 40 
million by 1914, when Germany at- 
acked again. In comparison, the 
(914 population of Germany was 65 
nillions. Deaths in France have ex- 
seeded births in every year since 
1935. The decline in her birth rate 
compared with the opposite tendency 
»f her mortal enemy across the 
Rhine had forced France to abandon 
1opes to be a great military power— 
n fact, to make her a nation on the 
lefensive and one willing to pay al- 
nost any price for national security. 


Agriculture and Industry 


While France is a predominantly 
ericultural -country, her agricul- 
ural methods are not regarded as 
cientific, relatively speaking. About 
‘1 per cent of the land is cultivated, 
n comparison with about 20 per 
ent in the United States. Her crop 
ields per acre (pre 1940) tended to 
e higher than in the United States 
ut 35 per cent below the German 
ields and 80 per cent less than those 


of Belgium. She ranks next to Rus- 
sia as the second largest wheat 
producer of Europe; one-fourth of 
the cultivated land is used for wheat 
growing. She has lagged far behind 
other European nations in produc- 
tion of livestock with the possible 
exception of fine draft horses. 
Grape-growing and wine-making is 
the largest single French industry, 
and France is the largest wine pro- 
ducer in the world. The peak of her 
wine production was reached in 1875 
with an output of 1,760,000,000 
gallons; in recent years the average 
has been about one billion gallons 


“annually. Before World War II, the 


per capita wine consumption was 
about one barrel per year. In addi- 
tion to wine, she produced in pre- 
war days about 400 million gallons 
of cider each year. 

Though a significant feature of 
French economic life, manufactur- 
ing industry is secondary in impor- 
tance to agriculture. After World 
War I, 50 per cent more people were 
engaged in agriculture and fishing 
than in manufacturing, and urban 
population remained less than rural. 
French industry has tended to re- 
semble the old-time family enterprise 
more than the large corporate en- 
terprise with mass production meth- 
ods. France has relatively sufficient 
coal and iron deposits, although of 
poor grade, and ample water power. 
In spite of these resources—the pre- 
requisites of heavy industry—she 
has not been interested in heavy in- 
dustry as such. The national pattern 
is one of small business undertak- 
ings. In 1921, over 94 per cent of 
all French manufacturing establish- 
ments employed from 1 to 20 wage 
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earners each. Before World War II, 
25 per cent of the French workers 
were employed in handwork fac- 
tories which used little or no ma- 
chine power. There were (1940) 
three times as many factories in 
France as in the United States but 
the average number of persons em- 
ployed in each of them was less than 
10, whereas in the United States it 
was more than 40. France has pro- 
duced mainly consumer goods in 
which style, taste, and elegance pre- 
vail. Wines and jewelry, perfumes 
and cosmetics, lingerie and laces, 
fashionable gowns and millinery, 
cut glass, porcelains, and _ toilet 
articles are typical. No great na- 
tional economy can be built on the 
production of luxury items such as 
these. 

The temperament of the French- 
man is in part responsible for the 
retarding of the industrial develop- 
ment. He prefers to work alone in 
his small shop rather than be sub- 
merged in a large organization. The 
first World War helped to speed up 
the industrialization of France. 
Acute labor shortages tended to 
force mechanization. The destruc- 
tion of certain areas also led to 
postwar replacement with modern 
equipment. Then the acquisition of 
Alsace-Lorraine after World War I 
brought with it ore, coal, and potash 
deposits, as well as the great iron 
and steel mills and other industrial 
equipment. The utilization of these 
resources now made France an ex- 
porter rather than an importer and 
forced her to compete with other 
nations in world markets to dispose 
of steel and iron products. This 
shift in resources aided her in 


“catching up,” to a degree, with 
other nations whose industrial — 
growth had been practically unin- 
terrupted for decades while French 
industry was stagnant. France like- 
wise suffered from a shortage of 
workers even for the industries she. 
had. It is estimated that by 1924, © 
as many as 2,890,000 foreign work- 
ers had entered France, the majority 
of whom were employed in the 
manufacturing industries. 

The industries of France, large or 
small, corporate or otherwise, have 
always tended to be family-owned. 
Only the porcelain works at Sévres 
and the famous Gobelin tapestry 
works were state-owned. This tend- 
ency is not necessarily due to short- 
age of capital, but rather to deep- 
seated, psychological resistance to 
investment in common stocks. The 
French investor always preferred 
either to put his money in govern- 
ment securities or to hoard it, a trait 
which has proved to be unwise for 
political as well as for economic 
reasons. At one time, France was a 
source of capital funds second to no 
other nation. Her people were frugal 
and her land and resources produc- 
tive. Before World War I, she 
loaned Russia 18 billion frances 
(about $3.6 billions), which was used 
in building railroads in the Baltic 
states and the Ukraine. These rail- 
roads were used by the Russians in 
1914 in attacking Germany, and 
thus, for a time, aided France. After 
World War I, the Frenchman 
poured his savings into the Maginot 
Line fortifications, again an invest- 
ment in defense, but one which was 
lost in the fall of France in 1940. 
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The French Colonies 


sefore World War II, France 
ossessed a vast colonial empire 
anking second only to that of Great 
sritain. She has been colonizing 
reas since the 17th Century, but her 
resent Overseas possessions have 
een gained in the last 100 years. 
\bout nine-tenths of her colonial 
rea lies in Africa, and her holdings 
mbrace one-third of that entire 
ontinent. The colonies of Algeria, 
‘unisia, and Morocco are the most 
aluable, whereas the Sahara is of 
ast value. Madagascar is larger 
1an France, and French Indo-China 
; 50 per cent larger than the mother 
ountry. The colonies have never 
een amalgamated into one large 
conomy nor have they ever had the 
mpire-consciousness which char- 
cterizes the British possessions. 

Even though the areas mentioned 
re vast in size, they were of small 
sonomic value to France, compara- 
vely speaking. More than half of 
1 French imports came from the 
‘orth African provinces, which in 
irn took two-thirds of all French 
<ports. The population of the 
orth African colonies is approxi- 
ately 16 millions. The population 
f the remainder of the colonial em- 
re is around 55 millions, consist- 
ig mostly of Indo-Chinese and 
seroes, who have contributed little 
. her economy. The North African 
‘eas provide certain agricultural 
‘oducts such as wheat, wool, bar- 
y, olive oil, and some fruits. Lead, 
n, and zine phosphate are the main 
ineral exports. The colonial ex- 
rts are indeed valuable but not 
ficient to supply a great nation. 
1 no year has the trade volume 


been much over $100 millions. Co- 
lonial possessions have in general 
contributed little except to national 
pride. Germany’s pre-World-War-I 
colonies were liabilities; the French 
possessions will be of limited aid in 
postwar recovery. 


Between the Two World Wars 


For four years (1914-1918) about 11 
per cent of French territory was 
continuously occupied by Germany. 
Much of the occupied area was in 
the highly industrialized northeast- 
ern section. France lost about 1,200,- 
000 men in the bloody battles of the 
war. Afterwards, she regained the 
provinces of Alsace and Lorraine 
and was given a protectorate over 
Syria and Lebanon and the two 
former German colonies of Togo 
and Cameroun in Africa. The co- 
lonial areas now occupied by other 
powers, Allied and enemy, will pre- 
sumably be returned to France at 
the close of World War II. 

The period between World War I 
and World War II was a period of 
peace in only a limited sense. Co- 
lonial wars flared up and internal 
troubles were so grievous that they 
approached war levels at times. Dur- 
ing the whole interwar period, 
France never completely attained 
full recovery. Although the country 
suffered from devastation 1n the oc- 
cupied areas, this was not the real 
cause of her failure to recover. 
Many students have pointed out that 
the real damage done to France in 
World War I was grossly exagger- 
ated.2 The coal mines and industries 


> Keynes, J. M., The Economic Con- 
sequences of Peace. Ogden and Jaffe, 
Economic Development of Post-War 
France. 
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were quickly rehabilitated, but it 
took somewhat longer to restore the 
cities and to bring some agricultural 
areas back into cultivation. 

The main reason for the inability 
of France to recover to any extent 
in the interwar period was basically 
a monetary one. From 1919 to 1939, 
she carried an unsettled and un- 
bearably heavy national debt which 
in the end affected every sinew of 
her economic system. It was the 
chief cause of the domestic quarrels, 
both economic and political, which 
ultimately contributed to her defeat 
in 1940. 

During the first World War she 
inflated her currency, as did every 
nation. The franc, therefore, depre- 
ciated at home and abroad. Her na- 
tional debt had reached 100 billion 
gold francs in 1923, whereas her na- 
tional assets were probably not 
greater than 250 billion gold francs 
($50 billions). The transition from a 
wartime to a peacetime economy, re- 
gardless of the condition of the 
producing units themselves, was 
handicapped by lost or impaired 
capital and credit and uncertain 
-money values. International trade 
was hampered by conditions as-bad 
or even worse than those in France. 
There was lack of balance between 
consumer-goods and _ capital-goods 
industries and between funds flow- 
ing into such industries. Heavy de- 
mands were placed on consumer- 
goods industries, and capital-goods 
industries suffered. International 
jealousies, treaties, tariffs, cartels— 
all got in their devastating blows. 


France depended on the repara- || 
tion payments to meet her great || 


loans abroad. By October, 1919, the 
French had borrowed from the 
United States $2,750,000,000 and 
from Great Britain $2,540,000,000, 
a total of $5,290,000,000. This was 
over a billion dollars more than the 
total inter-Allied borrowings of 
Great Britain. Theoretically, the 
loans could be repaid in a relatively 


painless manner if Germany were | 
made to pay France under terms of | 
the reparations provisions. It was 


recognized as early as 1922 that 


.Germany could not pay her full obli- | 
‘gations, and when she began her 


deliberate depreciation of the mark 
to a point where it was practically 
worthless, the French army moved 
into the Ruhr area in January, 1923, 
under the provisions of the Ver- 
sailles treaty. 

By this move, France secured 
some coal but no cash. Then, in No- 
vember, 1923, came the first attempt 


to stabilize the value of the German | 


mark. The franc, meanwhile, con- 
tinued to depreciate in value for’ 
the next few years. Largely as a 
result of loans made in the United 
States, the Poincaré government, in 
1926, effected a temporary de facto, 
and in 1928 a de jure, stabilization — 
of the franc but at less than one- 
fourth of its former value (prewar 
value, .1930¢; new value, .0392¢). 
The need for stabilization may be 
seen in the following comparison of 
wholesale prices and living costs in 
France and Great Britain for se- 
lected years. 
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Wholesale Prices 


Cost of Living 


(1913 = 100) (1913 = 100) 
France Great Britain France Great Britain 
"SS CEO CRE OURO Oe earn 100 100 100 100 
ete tetera. Sats oes es 509 307 373 249 
eee 2 sicrih dusk IES feu e« 345 197 306 226 
DSS OR SRE TNC SOLE 327 159 397 183 
OM isis as ce eed 703 148 574 172 


French public finances were in a 
itical state. The rapid rise in 
‘ices, together with the failure of 
erman reparations payments and 
shabilitation plans based on the 
uyments, brought about drastic re- 
rms in the fiscal system; but al- 
ost irreparable damage had already 
en done to the French economy. 

For a few years before the world 
pression of the late twenties and 
irly thirties, the French industries 
1joyed some expansion. This was 
1e to a general betterment in world 
ade, some payments of reparations 
, Germany, heavy tourist traffic, 
id business stimulation as a result 
- monetary and credit inflation. In 


the meantime, however, the heavy 
public debt grew larger and no party 
could offer a successful plan for its 
settlement. ; 

The world depression which be- 
gan in most European nations late 
in 1928 resulted in marked declines 
in industrial production in all Euro- 
pean countries except Russia. The 
most notable decline was in Ger- 
many, which showed a decrease 
from 1929 to 1932 of 46.7 per cent. 
In the same period industrial pro- 
duction in France fell off 31.2 per 
cent and that in Great Britain, 16.5 
per cent. Using 1929 as a base, the 
relative changes in France and 
Great Britain were as follows: 


INDEX OF INDUSTRIAL PRODUCTION 


he record shows the comparative 
vels to which industrial production 
nk in the two nations. It should 
so be noted that in the three years 
om 1932 to 1935 industrial produc- 
yn in France continued to decline, 
hereas the levels in Great Britain 
ere higher than in the base year. 
nemployment increased in both 
‘tions but more severely in France. 


1929 1930 1931 1932 1935 
100- 100.4 88.9 68.8 67.4 
100 D253 83.8 8325-2 10087 


This fact became an important fac- 
tor in politics later. 

The economic fortunes of France 
continued to fluctuate between rela- 
tively good and generally bad during 
the thirties. The growth of Nazism 
in Germany paralleled a decline in 
French economic and political for- 
tunes. Not only did reparations stop 
completely but coal from the Ruhr, 
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now reoccupied by the Germans, 
stopped going to France. The biggest 
capital outlay was for the Maginot 
Line, which paid nothing in return. 
In the course of a decade, France 
had come into possession of a larger 
gold stock than she had ever owned 
before, and she held vigorously to a 
gold standard long after England 
had abandoned it. Just how much 
good her gold stock was to her is a 
moot question. 

The Popular Front government of 
Leon Blum (1936-1937), which was 
in power when the depression of the 
thirties was at its worst, further 
depreciated the franc by about 40 
per cent. Wages and prices were 
again disturbed and the famous sit- 
down strikes spread throughout the 
nation. Both economics and politics 
went from bad to worse—which con- 
ditions led to near civil war with no 
one able to restore any balance. 
Everyone was aware of the threat 
of war with Germany, yet the eco- 
nomic structure was unable to pro- 
duce war materials and the political 
structure could not attain national 
coordination and strength in the face 
of the war threat. The whole edifice 
collapsed with the fall of France-in 
1940. She could not stand up under 
the blows of Hitler’s war machine, 
because the economic and political 
difficulties of the past twenty years 
had weakened the foundations. For 
France, the second World War was 
virtually over and the question of 
who should pay the debts of the first 
World War was still unanswered. 


Liberated France 


The discouraging years between the 
defeat of France and the landing of 


the Allies on June 6, 1944, are still 
fresh in our minds. The liberation} 
of most of France was completed] 
by the fall of 1944. The story since} 
D-day is a matter of current knowl- 
edge, highlighted by the liberation 
of Paris and the speeding eastward 
of Allied armies which pushed the 
Germans back to the Rhine. The im- 
portant question now is: How much 
damage has been done to French) 
industry, and what are the chances} 
that France will become a great} 
world power in trade and commerce? | 

It appears fairly certain that the} 
economic damage caused by the | 
Germans is not so great as was 
originally believed. French bankers 
and industrial leaders say that 
French industry is about 80 per cent) 
intact, despite war damage, bomb- 
ing, and confiscation of machinery 
by the Germans. In contrast with 
this, it is reported that 60 per cent 
of Italian industry up to the present 
(April, 1945) battle lines has been 
destroyed. It is hoped that much ma- 
chinery can be recovered when 
Germany is defeated. At present 
factory utilization, however, is re- 
tarded by severe shortages of ma- 
terials such as coal, cotton, wool, 
steel, copper, railway equipment, or 
practically every article that enters 
into her international import trade. 

The United States has announced 
that a lend-lease arrangement has 
been made whereby we shall send 
$2,575,000,000 worth of goods to 
France. In return, France is to send 
us certain exports. Under the terms 
of the Johnson Act France cannot 
borrow from us, but lend-lease makes 
possible the present aid. The goods 
we are to send France fall into two 
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lasses. The first consists of raw 
vaterials for war and civilian sup- 
ly, such as steel, metals, chemicals, 
ynthetic rubber, drugs, and cotton, 
mounting 
roducts (milk, edible oils, and oil 
eeds) amounting to $185,000,000; pe- 
roleum products, $132,000,000; man- 
facturing equipment for war pro- 
uction, $250,000,000; and French 
risoner-of-war supplies, $48,000,- 
00. We shall also provide freight 
narges of $220,000,000. The second 
lass of goods is intended to enable 
‘rance to furnish and transport sup- 
lies for our armed forces. In this 
lass are $200,000,000 worth of loco- 
10tives and $120,000,000 worth of 
Bilroad cars; merchant marine, 
140,000,000; harbor watercraft, $32,- 
0,000; fishing boats, $8,000,000; in- 
ind canal barges, $50,000,000; metal- 
orking machinery, $100,000,000; 
line machinery, $100,000,000; and 
dustrial equipment, $150,000,000. 
‘hese items are expected to aid in 
1e initial plans only. The real loans 
or rehabilitation and expansion are 
) come later, and presumably from 
ther nations as well as the United 
tates. 

France has suffered most severely 
1 her manpower. The men of her 
nce proud army—perhaps nearly 
000,000—have been in German 
rison camps or in forced labor in 
rerman industries. It is also esti- 
mated that as many as 800,000 
rorkers, male and female, were 
oodwinked by the Laval govern- 
lent into going to Germany to 
‘ork in factories. Thus, nearly 
000,000 persons were at one time 
ut of the economic life of France. 
ven when they return, and many 


to $840,000,000; food 


are reported to have returned in 
recent months, they cannot enter in- 
dustry as productive workers for a 
long time, because of loss of or lack 
of skill, age, illness, and general 
maladjustment difficulties. The re- 
turn and rehabilitation of the work- 
ers 1s a problem as great and as 
important as the restoration of pro- 
ductive facilities. 

It is true that the Allies prob- 
ably did more damage to France by 
bombing than the Germans did in 
occupation. This was an unfortunate 
and unavoidable necessity. French 
bridges and railroads supplying the 
Germans were legitimate targets. 
Harbor and dock facilities suffered 
greatest damage of all. The Allies, 
however, after D-day, were obliged 
to restore much of what they had 
destroyed, especially the railroads 
and docks. It is France’s misfortune 
that most of her heavy industry is 
situated in the northeastern area 
nearest the war zone; in this area 
her heavy industry has been dam- 
aged. However, reports have come 
out that the Germans had to leave 
some areas with such haste that they 
were unable to destroy war installa- 
tions which they had in operation 
producing their own war materials. 
In Lyons and elsewhere throughout 
France, the textile industries are 
practically untouched. The Inter- 
national Harvester Company, with 
great subsidiaries in France, reports 
that its plants were not seriously 
damaged by either Nazi destruction 
or Allied bombing. Inventories for 
peacetime production are depleted 
as they are in most industries in all 
warring nations. Agriculture has 
suffered least, primarily because the 
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‘Germans planned to make it a 
feeder of their own armies and 
nation. Since France is primarily an 
agricultural nation, this is indeed 
fortunate. 

The monetary problems still loom 
large on the economic horizon. The 


Germans further decreased the value © 


of the franc by raising the circula- 
tion of the Bank of France to more 
than 600 billion francs. How to re- 
store a true value to the franc con- 
stitutes a great problem in banking 
and finance. Fortunately, she has a 
dollar credit and a gold deposit in 
the United States aggregating about 
two billion dollars, with smaller 
amounts in England, Switzerland, 
and Spain. She is not without funds 
for beginning her economic come- 
back. Likewise, the extent to which 
France may borrow abroad is un- 
known, but certainly she may be ex- 
pected to be in the market for large 
sums. 

Suppliers of loan capital to France 
will watch the trend toward state 
capitalism. Any pronounced swing 
toward state ownership of the most 
important income-bearing properties 
may serve to discourage a flow of 
private capital into France or any 
other country. The extent to which 
France really aligns herself with the 
Soviet Union, both economically 
and politically, is another important 
factor. 

In the final analysis, both foreign 
and domestic trade will depend on 
the extent to which France can put 
her financial house in order. Her 
currency is greatly inflated both in 
relation to her own national assets 
and in terms of moneys of other 


countries. She cannot do busines 
with other nations on present in-} 
flated and unstable money values,j| 
yet deflation carries with it sever 
threats, both economic and political.| 
The costs of German occupatio 
were very large, amounting to about, 


creasing to 183 billions in 1943, 
The Vichy government was printing} 
francs at the rate of about three-} 
quarters of a billion daily in 1944. 
The note circulation was close tojj 
600 billions on D-day. While the De 
Gaulle government has not inflated 
the currency, the money spent by; 
Allied troops in France has had an) 
inflationary effect in raising prices} 
to higher levels and adding to the} 
shortage of materials. ! 

Since France had seven long years: 
of deflation (1929-1936), the dilem-. 
ma of the present evils of inflation) 
and the disturbances caused by de-) 
flation are two of the hardest prob-) 
lems facing the nation before any) 
significant recovery program can) 
get very far. Final decisions must 
be in harmony with the monetary) 
measures adopted in the other na-} 
tions. Just when the other countries} 
will agree on currency stabilization} 
plans is anyone’s guess. France may) 
be obliged to resort to the undesir-) 
able technique of one value for the} 
franc in domestic trade and another} 
for her foreign trade. In any event,| 
the old problem of World War I) 


debts and the present problem of} 
currency values and _ stabilization) 
must be met and settled before! 
France can go far toward postwar) 


economic rehabilitation. | 
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Postwar France as a Great 
Economic Power 


It is entirely possible that France 
through her own potential and with 
aid proffered by the United States 
and other nations will quickly re- 
store most of the damage done by 
the Germans. Damaged factories, 
rails, mines, and buildings can be 
rebuilt and mobilized with consider- 
able speed. Probably much of the 
destroyed resources will be restored 
by making the Germans pay (if they 
have anything with which to pay), 
a plan which would save France 
from borrowing the principal and 
paying interest on borrowed funds 
for rehabilitation purposes. It is also 
probable that German workmen will 
help to rebuild French railroads, 
factories, bridges, and towns. 

If Alsace and Lorraine are again 
to become part of France—and it is 
certain that they will—she will 
again possess the largest iron ore 
deposits and reserves in Europe. 
However, the coal supply to operate 
the iron smelters is inadequate. The 
only mineral she herself has in 
abundance is bauxite, from which 
aluminum is made. 

In the final analysis, however, a 
nation is economically powerful if 
it has resources of raw material and 
the skilled labor supply to develop 
those resources. In basic raw ma- 
terials France did not have an ade- 
quate supply in peacetime years to 
supply her demands. Even a repos- 
session of the Ruhr coal will not 
solve the coal problem, nor will a 
shifting of certain German industry 
into France solve the labor problem. 
As to labor supply, it was pointed 


out that France had to depend on 
about two million foreign workers 
to keep her plants running in pre- 
war days. Then, one must not forget 
that trade is not a “one-way street.” 
France must export what she can 
produce in surplus amounts in order 
to keep up her imports, but she will 
not have an exportable surplus for 
some years. Postwar Germany, 
whatever may remain of it, must be 
considered in the trade with France 
for, friend or foe, the two countries 
must trade with one another as they 
must with all European nations. 
Likewise, the postwar benefactors 
of France, let them be the Soviet 
Union, Great Britain, or the United 
States, must be prepared to accept 
French products, or the borrowed 
principal and the interest on loaned 
funds both may go by default. All 
nations will have to recast their 
tariff and trade policies or else they 
will sow the seeds of another war. 

During the interwar years, 
France, along with Great Britain 
and the Soviet Union, was statically 
content in contrast with Germany, 
Italy, and Japan, which were dy- 
namically discontent. Presumably, 
France would be satisfied if she 
could regain her former status. 
In the reconstruction years which 
will follow the war, each of the 
three nations—France, Great 
Britain, and the Soviet Union—will 
be primarily interested in restoring 
its own economy. Just how anxious 
each nation will be to help the other 
really get “set up in business” is 
hard to say. In spite of all fine- 
sounding promises of mutual aid, 
each nation is going to be most con- 
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cerned with its own economy first, 
and every other nation, including 
the small ones, may have to take the 
leavings. Each nation on the vic- 
torious side will have essentially the 
same basic problems in the postwar 
years. Only the United States will 
be able to start immediately on re- 
conversion. The others will have 
problems of both rebuilding and re- 
conversion. 

Economic recovery in France may 
become a_ splendid “observation 
post” for other war-torn nations. 
The chances of her assuming a posi- 
tion of first-rank importance among 
the postwar first-rank nations de- 
pends entirely on what one defines 
as first-rank. There are many who 
challenged her claim to so high a 
position before World War II. Even 
with all her colonial territories and 
Alsace-Lorraine restored to her, it 
is difficult to see how France can 
attain a position comparable with 
that of the so-called “big three” 
nations. In fact, France may have to 
rebuild her economy completely, and 
streamline it on modern twentieth 
century lines, before she can really 
enter the arena of great world 
powers. 

However, it is certain that France 
will be the most powerful conti- 
nental western European power. It 
will take Italy many years to regain 
what she has lost in the war, even 


with fairly generous treatment in. 


the postwar world agreements. 
Belgium, with full restoration of her 
prewar position, ranks economically 
far below France in national eco- 
nomic status. It is certain that Ger- 


many will be reduced in importance }} 
by the Allied nations. Her indus-}} 
trial, hence war-making, powers will || 
be taken away in an effort to force |} 
her to remain at peace with her 
neighbors for a time. This will leave | 
France theoretically in a position to}} 
achieve economic levels greater than || 
she has ever known. 

What France will really achieve || 
economically depends upon many || 
economic and political factors. The | 
form of government and its policy 
toward present and future obliga- | 
tions ranks among the first. The ex- || 
tent to which she is able to set her 
own house in order will also greatly | 
influence the attitude of other na- || 
tions in commercial dealings. Final- |) 
ly, the willingness of the big three 
powers to help restore France is || 
most important. The United States | 
and the Soviet Union have, in fairly || 
well-balanced amounts, the basic |! 
economic products on which to build | 
their economies. Great Britain has | 
access to the commodities in her | 
world dominions. France must de- 
pend on many nations to supply her 
basic needs, since she does not have | 
the resources within her own bor- 
ders or colonies. Whether she is | 
given access to them depends on the 
attitude of the “have” nations, and | 
their attitude in turn rests on many 
political and economic unknowns. 
France may be obliged to become a 
“tightrope walker’ on ropes held 
by other powers. To an inordinately 
large degree, they hold the fate of 
the future greatness of France. She 
cannot make herself economically 
great by her own volition. 


We Can Do Business With Russia 
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Introduction 


s we look toward the postwar 
A world, the prospects of de- 
veloping mutually beneficial 
peacetime commercial relations be- 
tween the United States and Soviet 
Russia on an expanding scale are 
being widely discussed in both gov- 
ernmental and business circles. For 
the United States they offer a po- 
tential export outlet for some of our 
vast resources, supported by a strong 
employment incentive, while for 
Soviet Russia they give promise of 
getting sorely needed materials and 
equipment for rebuilding devastated, 
war-torn areas and developing the 
productive powers of the country in 
general. 

During the war period, by far the 
major part of our foreign commerce 
has been carried on under Lend- 
Lease arrangements. This. method 
of conducting international trade 
has been dictated more by strategic 
necessity and political expediency 
than by purely economic considera- 
tions. Moreover, it has been very 
largely one-way transfer, rather 
than actual exchange of goods. In 
suggesting that we can do business 
with Russia in the postwar era it is 
assumed that wartime Lend-Lease 
payments due us at the close of the 
war will be “otherwise disposed of” 
and that Lend-Lease arrangements 
will not be extended to our peace- 
time foreign trade, but that private 
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commercial interests will again con- 
duct our foreign trade for private 
gain, even as in prewar years. 

Nevertheless, there is every like- 
lihood that the government will play 
a more positive role than in the 
prewar period in giving direction to 
the nature and flow of our foreign 
commerce. Its proposed active par- 
ticipation in various international 
arrangements designed to achieve 
reasonable exchange stability and to 
promote productive foreign invest- 
ments would seem to point in that 
direction. 

In doing business with Russia, 
American private business interests 
will be dealing with representative 
agencies of a sovereign state whose 
political and economic institutions 
differ radically from our own. It is 
these differences that have aroused 
some misgivings as to the possibili- 
ties of expanding mutually beneficial 
commercial relations between the 
United States and Soviet Russia 
after the war. This article will seek 
to remove some of these misgivings, 
by briefly surveying the Russian 
attitude toward imports and exports, 
the organization and financing of 
Soviet foreign trade, and Russia’s 
ability to meet her contemplated ex- 
panding postwar international com- 
mercial obligations. A better under- 
standing of items such as these may 
help to clear the atmosphere of some 
of the misgivings as to the possibili- 
ties of doing business with Russia. 
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Divergent Attitudes Toward 
Exports and Imports 


The attitude toward foreign trade in 
Soviet Russia differs significantly 
from that prevailing in the United 
States. The Soviet Union places 
primary emphasis on imports, rather 
than on exports, in planning her 
foreign trade program. Such eco- 
nomic thinking, relative to trade, is 
fundamentally sound. Soviet spokes- 
men measure their national gain 
from foreign trade in terms of what 
they buy abroad rather than in terms 
of what they have to sell by way of 
making payment. The mercantilistic 
bias in favor of an export balance, 
which still exists in capitalistic 
countries, does not properly fit 
Soviet Russian economic ideology. 
No more of the internal resources 
of the country will be disposed of 
abroad than are necessary to pay for 
the planned imports. “The primary 
aim of ‘Soviet Russia’s’ foreign 
trade policy is to bring about the 
greatest possible increase in the de- 
sired imports, while exports are con- 
sidered solely as a means of paying 
for imports.”? 

This attitude toward trade, 
whether internal or external, is 
basically correct, irrespective of pre- 
vailing economic institutions. In the 
exchange of commodities and serv- 
ices, arising out of division of labor, 
nations as well as individuals gain 
by what they buy, rather than by 
what they sell. Frequently interna- 
tional trade in our economy has 
been viewed as synonymous with 


*J. -M. Budish and S. S. Shipman, 
Soviet Foreign Trade, Menace or 
Promise (Horace Liveright, Inc., New 
York, 1931), p. 7. 


selling our goods abroad. This view- 
point is reflected in our traditional 


_ aversion to imports, while we extol 


exports. But the Soviet Union does 
not take this attitude toward foreign 
trade. When during the depression 
of the thirties various countries 
sought to solve their domestic prob- 
lem of unemployment by means of 
tariff barriers, quotas, currency de- 
valuation, and other restrictions on 
international trade, the Soviet Union 
had to revise her import plan down- 
ward, because her exports were 
being barred from more and more 
foreign markets. It was not Russia’s 
reluctance to buy abroad, but her in- 
ability to sell, that induced a down- 
ward revision of her planned im- 
ports under the First Five-Year 
Plan. Moreover, the fall in world- 
market prices after 1929 made im- 
ports increasingly costly in terms of 
Russian exports. While the volume 
of Russian exports decreased some 
20 per cent between 1930 and 1934, 
the value of these exports dropped 
60 per cent. The world economic de- 
pression may thus be viewed as a 
factor which contributed to the cur- 
tailment of Russian imports during 
the thirties and to the trend toward 
economic self-sufficiency. 

Unless the rest of the world, 
sooner or later, is able and willing 
to buy more Russian goods, it will 
not be able to expand its exports to 
Russia. Both short-term and long- 
term credits inject the element of 
time into the picture but do not alter 
the basic truth that, barring de- 
faults, total exports must ultimately 
balance total imports. 

But viewing international trade as 
two-way traffic is not synonymous 
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with saying that we cannot hope to 
sell more to Russia after the war 
than we are willing to buy from her. 
Fear has been expressed by some 
that if we expand our exports to 
Russia in the postwar era, our mar- 
kets will be “flooded” with Russian 
eoods. Such fear, however, is un- 
founded. The International Monetary 
Fund, if adopted by the commercial 
nations of the world, including 
Soviet Russia, will provide for a 
monetary mechanism to promote tri- 
angular and multilateral exchange, 
so that each country may balance its 
exports to, against imports from, the 
rest of the world. 


Organization of Soviet Russian 
Foreign Trade 


In doing business with the Soviet 
Union we are dealing with an all- 
inclusive state monopoly of foreign 
trade. Since the early days of the 
October Revolution this monopoly 
has existed. Article One of the de- 
cree issued April 22, 1918, by the 
then Bolshevik government reads, 
‘The entire foreign trade is nation- 
alized. Commercial transactions in 
ill goods whatsoever... to and 
from foreign states and individual 
rade enterprises are to be effected 
on behalf of the Russian Republic 
dy Organizations authorized for this 
purpose. Any imports and exports 
hrough channels other than these 
enterprises are prohibited.” 

For some years after the issue of 
this decree Russian foreign trade 
was practically at a standstill. Only 
with the inauguration of the New 
Economic Policy in 1921 did it begin 
‘0 revive slowly. While this policy 
ermitted a partial return to a sys- 


tem of private enterprise internally, 
the foreign trade monopoly of the 
government was not relinquished, 
although modified in certain respects. 
Both consumer and agricultural co- 
operative organizations, which had 
preserved some of their prewar com- 
mercial contacts in foreign countries, 
were permitted by the government 
to conduct a certain amount of in- 
ternational trade. Moreover, “mixed 
companies” were established, in 
which one-half of the capital was 
subscribed by the Russian govern- 
ment, and the other half by foreign 
private banking interests. But the 
government control over foreign 
trade continued, in spite of all such 
modifications and concessions. 

With the liquidation of the New 
Economic Policy, and the inaugura- 
tion of the First Five-Year Plan in 
1928, the foreign trade monopoly of 
the government has been made an 
integral part of the planned economy 
of the Soviet Union. Foreign com- 
mercial activity has become highly 
centralized under the Commissariat 
for Foreign Trade, which controls 
the volume as well as the general 
nature of foreign purchases and 
sales. 

Actual export and import opera- 
tions are carried on by a number of - 
state-owned corporations, each serv- 
ing a particular branch of the na- 
tional economy or specializing in 
particular types of exports and im- 
ports. These corporations draw up 
their respective export and import 
plans, as well as plans for the requi- 
site foreign exchange to finance 
them. The separate plans are then 
coordinated and integrated into a 
comprehensive over-all foreign trade 
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plan by the Commissariat for For- 
eign Trade, and fitted into the 
Five-Year Plan for industrial de- 
velopment. 

Purchase orders for foreign prod- 
ucts usually have their origin in 
individual plants or in organized 
branches of industry. After ratifi- 
cation by the properly authorized 
persons, they are transmitted to the 
specialized importing corporations. 
If the orders are found to conform 
with the provisions of the general 
import plan, a special import license 
is issued by the Commissariat for 
Foreign Trade. 

The trading corporations either 
buy and sell directly in international 
markets or operate through special 
state trading agencies or corpo- 
rations, established in foreign coun- 
tries, such -as the Amtorg Trading 
Corporation, chartered under the 
laws of the State of New York, but 
with stock held in Moscow. This 
company recently invited American 
manufacturers of construction equip- 
ment to advertise in a volume which 
it is preparing for Russian recon- 
struction officials, “to provide au- 
thoritative, exact and up-to-date in- 
formation which might be used in 
restoration of thousands of cities, 
towns and villages.”? It concludes 
its circular announcement by obsery- 
ing that “nothing delays the de- 
velopment of trade and business 
relations so much as absence of au- 
thoritative information. And on the 
other hand authentic technical in- 
formation not only promotes com- 
mercial relations, but brings about 
new and bigger demands.” 


ace York Times, April 1, 1945, Sec. 
ps. 4: 


Seven hundred American corpo- || 
rations are said to be spending a|/ 
quarter of a million dollars for }| 
space in this Catalogue of American || 
Engineering and Industry, which is |} 
being prepared to aid purchasing 
agents in Russia. 

There appears to be nothing in the || 
organization of the Russian foreign || 
trading monopoly, as such, that || 
would preclude the possibilities of 
carrying on and expanding mutually || 
beneficial trade between private || 
commercial interests and state trad- || 
ing corporations in the postwar era. || 
The many complex questions rela- || 
tive to the legal rights of private |} 
businesses in their relations with || 
monopolistic agencies of a sovereign | 
state have been dealt with quite sat- | 
isfactorily by negotiating special 
trade agreements between the Soviet | 
government and various foreign 
countries, including the United |) 
States. “Equality of trading oppor- |) 
tunity was guaranteed in some meas- | 
ure by the use of the most-favored | 
nation clause, supplemented by ad- | 
ditional quantitative safeguards.”3 | 

It has been suggested that in case | 
difficulties should arise because of a | 
possible relatively weak bargaining | 
position of individual American | 
traders in dealing with Russian | 
trading monopolies, a partial pooling 
of resources of such traders, aided | 
by government regulation wherever | 
necessary, may provide a satisfac- 
tory meeting ground for mutually 
beneficial commercial relations. The 
provisions of the Webb-Pomerene 


* Alexander Gerschenkron, Economic 
Relations with the U.S.S.R. (Commit- 
tee on International Economic Policy, 
New York, 1945), p. 19. 
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Act of 1918, permitting cooperative 
action among American exporters 
under governmental supervision, in- 
dicate how equality of trading op- 
portunity, by pooling arrangements 
if need be, may be assured in our 
dealings with Russian monopolies. 

The fact that Soviet foreign trad- 
ing agencies represent the sovereign 
state should therefore not be viewed 
aS an organizational deterrent to 
trade on the part of American pri- 
vate business interests, which have 
no doubt accumulated a wealth of 
experience in the manner of con- 
ducting profitable business with 
agencies of government in our war 
economy. Admittedly, the represen- 
tatives of Soviet trading corpora- 
tions are shrewd traders and drive a 
hard bargain. But the Soviet gov- 
ernment has also established an en- 
viable record in meeting contractual 
obligations arising out of commer- 
cial transactions in the interwar 
period. At a time when defaulting 
on international debts of various 
types was widely practiced, the 
Soviet Union faithfully met all its 
commercial obligations abroad. This 
record should help to create a gen- 
eral atmosphere of confidence, in 
our postwar business dealings with 
Soviet Russia. 


The Mechanism of Payment 


All payments by and to Soviet for- 
sign trade organizations are chan- 
neled through the State Bank of the 
U.S.S.R. (Gosbank). The export or- 
yanizations sell their foreign cur- 
rencies to the State Bank, and use 
the rubles received in exchange to 
nake payments to the producing or- 
yanizations. On the other hand, im- 


porting agencies purchase the requi- 
site foreign currencies from the 
State Bank to make payments for 
imports when due. The State Bank ~ 
carries deposits in a number of 
foreign banks to facilitate making 
payments. 

All foreign trading transactions 
of the Soviet Union take place in 
terms of foreign currencies, and not 
in terms of Russian rubles. Ameri- 
can exporters to Russia thus have 
no occasion to worry about the value 
of the ruble. 

The internal and external values 
of the rule are distinctly divorced. 
The officially established rate of ex- 
change of the ruble therefore bears 
no definite relation to the internal 
buying power of the Russian cur- 
rency and, with minor exceptions, 
is purely nominal. Tourists travel- 
ling in Soviet Russia before the war 
paid for various items, ranging 
from room and board to transpor- 
tation, sight-seeing, and even post- 
age stamps, with foreign currencies, 
although prices were frequently 
quoted in terms of “gold” rubles, at 
an official rate of exchange. 

The rate of exchange of the ruble, 
therefore, does not affect the volume 
of Russia’s international transac- 
tions. This separation of the internal 
from the official external value of 
the ruble was apparently recognized 
in the Bretton Woods agreement 
relative to the proposed Interna- 
tional Monetary Fund. Art. IV Sec. 
5 ((é)- reads, “A member may 
change the par value of its currency 
without the concurrence of the 
Fund, if the change does not affect 
the international transactions of 
members of the Fund.”. This. pro- 
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vision was obviously designed for 
trade with closed or controlled 
economies, such as the Soviet Union, 
which through rigorous government 
control over international transac- 
tions separate internal prices from 
external prices. 

Inasmuch as the currencies of 
various countries, according to the 
provisions of the International Mon- 
etary Fund proposal, are to be re- 
lated to the American dollar or its 
gold equivalent as of July 1, 1945, 
the question of the ratio between the 
ruble and the dollar has little real 
significance, although it may have 
some prestige value. It is practically 
meaningless to translate internal 
ruble prices of export items into 
foreign prices at the official rate of 
exchange. To do so might only lead 
to the erroneous conclusion that the 
Soviet Union was dumping its prod- 
ucts on foreign markets, below in- 
ternal costs or prices. 


Does Russian Alleged “Dumping” 
Endanger Foreign Markets? 


The man in the street commonly 
identifies dumping with selling for- 
eign goods in domestic markets at 
ruinously low prices, i.e., ruinous to 
domestic competitors. It is the basis 
of the popular argument against per- 
mitting the importation of “cheap” 
foreign products, and is an implied 
admission of the competitive weak- 
ness of domestic producers of such 
items of import. This type of ‘““dump- 
ing” argument has doubtful validity, 
in so far as the importation of Rus- 
sian goods is concerned. As indi- 
cated before, the Soviet Union will 
sell no more of her relatively scarce 
resources abroad in the foreseeable 


future than is necessary to provide 
the foreign exchange to meet her 
foreign commercial obligations. It 
is to her interest to get the best pos- 


sible price rather than to sell at any || 


PRces : 

Nor will she have occasion to 
“dump” domestically unsalable sur- 
pluses on world markets below costs 
of production, as has been practiced 
from time to time by private pro- 
ducers, even with governmental sup- 


port, in capitalistic countries. The || 


domestic market for the products of 
Soviet Russian labor showed no 


signs of being confronted before || 


the war with bothersome surpluses, 
which might lead to such “dump- 


ing.”” Nor is there much likelihood |} 


of its taking place in the postwar 
period. 

Undoubtedly the foreign trade 
monopoly of the Soviet Union lends 
itself to underselling foreign com- 
petitors, if the government so de- 
creed. It is here, however, not a 
question of whether the government 
monopoly of foreign trade could 
be used to undersell abroad, but 
whether this power is likely to be 
exercised by the Soviet govern- 
ment. It may indeed be put into 
practice if after a period of liberal 


extension of postwar short-term as | 


well as long-term credits to the 
Soviet Union for reconstruction and 
developmental purposes, debt service 
charges and debt repayment should 
fall due during another world eco- 
nomic depression. Under such cir- 
cumstances the Soviet government 
would have to revise its foreign 
trade plans, even as under the First 
Five-Year Plan, by increasing the 
physical volume of exports, in order 
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to obtain the requisite foreign ex- 
change to meet its obligations, and 
possibly again curtail imports. This 
would very likely lead to charges of 
ruinous “dumping,” and invite re- 
strictive import measures in various 
countries. Any such selling of Rus- 
sian goods could scarcely be charged 
to deliberate Soviet policy, designed 
to ruin foreign competitors or to 
disrupt foreign markets. The disrup- 
tive factor would be the economic 
instability in capitalistic countries, 
rather than the export policy of the 
Soviet government. 

It has also been contended that 
the Soviet Union may sell abroad at 
prices below domestic costs of pro- 
duction. This contention is likewise 
of doubtful validity when applied to 
the Soviet planned economy. A 
simple illustration will help to make 
this clear. Let us assume that the 
“official” rate of exchange between 
the ruble and the dollar has been set 
at 20 cents. A bushel of Russian 
wheat, selling in world markets for 
$1.00, would thus have an official 
ruble value equivalent to five rubles. 
If, now, it cost twenty-five internal 
rubles to produce this. bushel of 
wheat, it would appear as though the 
wheat were being sold abroad at 
one-fifth of its domestic money costs 
of production. But if the Soviet 
Union could purchase with the dol- 
lar derived from the foreign sale of 
the bushel of wheat a machine tool 
which cost thirty rubles to produce 
at home, she would obviously gain 
by these transactions. Since in the 
Soviet economy purchases and sales 
are correlated according to plan, the 
sale of Russian goods abroad in 
terms of arbitrary ruble prices, far 


below internal money costs, might 
still result in a gain from such 
transactions, when properly related 
to the completed economic exchange 
of goods for goods. This gain would 
arise from the application of the 
principles of territorial division of 
labor and comparative costs and 
could not be viewed as “dumping” 
in the sense of selling below real 
costs of production. 

While cost accounting is stressed 
in the planned economy of Soviet 
Russia, cost items do not necessarily 
coincide with those of private enter- 
prise in a capitalistic society. “In 
practice the Soviet administration 
includes interest on capital and 
charges for natural resources in its 
cost accounting,’ as well as labor 
and material costs. But such items 
as imsurance, transportation, and 
marketing expenses are not included 
in cost calculations of separate 
Soviet concerns. These costs are fi- 
nanced largely out of the state 
budget “according to plan.” 

The writer inquired of a Soviet 
official some years ago what answer 
he gave when asked by a member of 
the Senate Finance Committee as to 
the costs of production of a barrel 
of Russian oil delivered at the port 
of exportation. 

“T said,” he replied, “gentlemen, 
tell me what costs you want, and I 
will give them to you.” Although 
the major components of costs of a 
private enterprise in our economy 
also enter into Soviet cost account- 
ing, they cannot be compared quan- 


* Oscar Lange, “Marxian Economics in 
the Soviet Union,” American Eco- 
nomic Review, Vol. XXXV, No. 1, 
March, 1945, p. 133. 
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titatively with cost prices established 
in open markets. The similarity be- 
tween stated items of cost in planned 
cost accounting in Soviet Russia and 
in private concerns in the United 
States gives no indication as to their 
relative weights, which may be very 
different in the two economies. We 
may thus conclude that the “dump- 
ing” charge cannot logically be based 
on the “differences in costs of pro- 
duction” argument. 

“The truth is that when Russia 
conducts normal profitable trade it 
looks as if she were dumping, as 
long as the ruble is over-valued (ex- 
ternally); that it is extremely diff- 
cult to apply our economic and legal 
concepts of dumping to Russia; and 
that to prove or disprove dumping 
in the individual case is next to 
impossible.’””® 


Russia’s Interest in Postwar 
Multilateral Trade 


The active participation of the So- 
viet delegates in the Bretton Woods 
Monetary Conference of July, 1944, 
is indicative of Russia’s desire to 
maintain and expand her multilat- 
eral trade relations after the war, 
rather than to accept bilateralism, 
such as developed during the thirties. 
A survey of the geographical dis- 
tribution of Russia’s foreign trade 
in 1931 and again in 1937 reveals 
that while she had a substantial ex- 
port balance to Western European 
countries in these years she showed 
an import balance from the United 
States and various other countries. 
Thus, she used the foreign cur- 
rencies derived from exports to some 
countries to pay for imports from 


®Gerschenkron, op. cit., p. 47. 


other countries, as long as such cur- 
rencies were traded in foreign ex- || 
change markets in accordance with 
the principles of triangular or multi- 
lateral exchange. Bilateralism tends 
to reduce international trade all 
along the line, as was clearly dem- 
onstrated during the prewar decade. 
It is to the long-run economic inter- 
est neither of Russia nor of any 
other commercial country to resort 
to bilateralism, even though it may 
be found politically expedient, as 
Nazi Germany discovered during the 
thirties. Multilateral trade is pred- 
icated on the ideals of equal access 
to markets and equal trading oppor- 
tunities for all countries set forth 
in the Atlantic Charter, which has |} 
been endorsed by both the United || 
States and Russia. | 

While the quest for economic self- 
sufficiency was apparently the ob- 
jective of Russian international | 
trade policy during the thirties, con- 
ditioned in part by economic neces- 
sity, her active participation in the | 
Hot Springs and Bretton Woods con-_ | 
ferences reveals her interest in van- | 
tage points in postwar multilateral 
international trade. 


. ia 


Our Interest in Russian Markets 


American business interests are look- 
ing to postwar Russia for large out- 
lets for their products. Estimates 
as to likely exports to Russia from 
the United States range from $500 
millions to as high as $5 billions an- 
nually. Conservative observers base 
their estimates of likely exports to 
Soviet Russia at between $1 bil- | 
lion and $2 billions annually, for 
some years after the war. Compared 
with prewar United States exports 
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oO Russia, which reached the high 
soint of the thirties in 1938 of al- 
nost $70 millions, and averaged only 
598 millions annually between 1936 
und 1940, these estimates of from 
en to twenty times this yearly 
rolume sound somewhat extreme 
und fantastic. 

Yet, considering Russia’s ex- 
yressed postwar reconstruction needs 
for imports and her interest in 
American-made machinery and 
squipment, as well as our highly 
leveloped production potential, it 
would seem that the stage is set for 
1 substantial expansion of exports to 
Soviet Russia after the war. To en- 
“courage such trade, however, it will 
ye necessary to clear the political 
ind economic atmosphere of many 
nisgivings and misconceptions rela- 
ive to the Soviet Union. A better 
inderstanding of Soviet planned 
oreign trade policies and practices 
should help to clear the atmosphere. 
But this alone is not sufficient to in- 
luce growing commercial contacts 
yetween the United States and 
Soviet Russia in the years to come. 
[he question as to how Russia will 
yay for imports must also be care- 
‘ully considered and satisfactorily 
nswered. 


With What Can Russia Pay? 


Jata on Russia’s ultimate ability to 


yay for a vastly expanded postwar. 


rolume of imports are somewhat 
canty. Because of her prewar trend 
oward economic self - sufficiency, 
onditioned by considerations of eco- 
lomic necessity and national secur- 
ty, the problem of finding foreign 
narkets for her exports was of 
elatively minor importance. During 


the thirties Russia’s average annual 
exports amounted to only about 2 
per cent of the gross value of her 
annual national production. While 
in 1930-31 her exports still totaled 
from 3 to 314 per cent of domestic 
output, they had declined to 0.8 per 
cent of gross domestic production by 
1936. Russia’s prewar share in world 
trade was between only 7 and 8 per 
cent of British annual foreign trade 
prior to the war. 

But the Russian quota in the pro- 
posed International Monetary Fund, 
agreed to by the delegates to the 
Bretton Woods conference in July, 
1944, is equal to 92 per cent of the 
British quota ($1,200 millions and 
$1,300 millions respectively). The 
same figures also apply to the sub- 
scriptions to the proposed Interna- 
tional Bank for Reconstruction and 
Development. The Soviet Union is 
apparently contemplating far more 
extensive participation in world- 
wide multilateral trade after the 
war than in the prewar years. While 
both the Fund and the Bank pro- 
vide facilities for making payments 
for imports, we must not confuse 
money payments with real payments. 
Borrowed funds require repayment. 

Even though individual exporters 
may receive their cash out of funds 
borrowed by Russia from the pro- 
posed international credit agencies 
or other sources, real payments will 
necessitate Russian exports to pay 
for imports. What, then, has Russia 
to sell to the outside world, and 
what are we, specifically, willing to 
take in real payment from Russia? 
We cannot continue to sell to Russia 
unless we are also willing to help 
make real payment possible. This 
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should not, however, be interpreted 
to mean that we cannot hope to sell 
more to Russia than we are willing 
to buy from her. There are a num- 
ber of direct as well as indirect 
ways available to Russia to make 
real payments to us for our exports 
to her. 

In the first place, Russia may pay 
us, at least in part, with exports of 
gold, which in all likelihood will 
continue to be an acceptable post- 
war international medium of ex- 
change. In spite of our vast holdings 
of monetary gold, there is no indi- 
cation that our sentimental attach- 
ment to gold as an item of real value 
will subside after the war. So long 
as Russia can produce gold at a 
lower cost than possible alternative 
products of equivalent value abroad, 
it will be to her interest to expand 
gold production and pay for imports 
with gold. Next to South Africa, the 
Soviet Union is the largest gold- 
producing country in the world. 
Moreover, it is said that Russia has 
monetary gold reserves of between 
$1 billion and $2 billions. Gold may 
thus be expected to continue to be an 
important export item from’ Russia 
to pay for imports. 

A second means of real payment 
may be, as previously indicated, tri- 
angular or multilateral exchange. 
Russia may use pound sterling ex- 
change, for example, derived from 
an export surplus to sterling-using 
countries, to purchase dollar ex- 
change, or pay us actual sterling 
exchange with which we may pay 
obligations incurred in these coun- 
tries. Similarly Russia may, through 
multilateral trade with other coun- 
tries, acquire the acceptable means 


to pay for our exports to her. She} 
can, for example, export coal, wheat, || 
lumber, and other products to Tur-}| 
key, Spain, or Portugal, and pay|| 
us with Turkish chromite, Spanish}} 
mercury, or Portuguese tungsten, or|] 
give us their currencies at the es- 
tablished stabilized exchange rates, |} 
so that we can buy these com-|} 
modities directly from the countries 

in question. | 

A third means of making real 
payments for our exports to Rus- 
sia consists of selling directly to us. || 
There are no doubt many basic ma- | 
terials, other than actual gold, that) 
we might import to advantage from | 
Russia, once the Soviet economy has | 
been sufficiently restored to make || 
expansion of her exports possible. || 
Included among such staple materi- 
als are tin, manganese, chrome, 
nickel, asbestos, and lumber. The | 
suggestion has even been advanced | 
that we create an emergency stock- | 
pile of strategic raw materials by 
importing these items liberally from | 
Soviet Russia after the war, and 
storing them as an emergency re- 
serve. Nor should we overlook the 
possible expansion of import from | 
Russia of what may be termed 
luxury articles, ranging from furs 
to caviar. Lastly, invisible items of | 
import, such as services to American | 
travellers in Russia, must also be | 
included as a means of payment for 
our exports to Russia. 

Although it is impossible to make 
quantitative estimates of the export. 
potential of the Soviet Union after. 
a period of reconstruction and de- 
velopment, its ultimate magnitude 
will be influenced significantly by 
the extent to which the industrial 
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world, notably the United States, 
will first aid in Russian reconstruc- 
tion with exports of machinery and 
other industrial materials. Such as- 
sistance will not only pay material 
dividends to American business, but 
will also help create a degree of 
good will toward us in the Soviet 
Union, which cannot be measured 
in money terms. 


Conclusion 


There are admittedly many signifi- 
cant differences in political ideolo- 
gies and institutional patterns be- 
tween the United States and Soviet 
Russia. But the revolutionary doc- 
trines of Communism, commonly 
ideritified with Soviet Russia, have 
undergone many important changes 
since the days of the October Revo- 
lution in 1917. The belief in effect- 
ing revolutionary change in capital- 
istic countries by direct action has 
yielded more and more to the doc- 
trines of revolution by example and 
socialism in one country. The re- 
surgent spirit of political national- 
ism in the Soviet Union is clearly 
reflected in some of the articles -of 
the Constitution of 1936. But not 
even the chaos of total war has 
resulted in any radical change in 
the Russian political and economic 
structure. 

The Soviet Union will undoubt- 
edly continue to develop her socialist 


planned economy after the war, 
even as she was doing in the decade 
before the war. Her foreign trade 
will continue to be a state monopoly, 
integrated, according to plan, with 
the consciously directed develop- 
mental program for the entire coun- 
try. It is the avowed aim of Soviet 
leaders to strengthen the Soviet 
Union both internally and in her in- 
ternational relations. To realize this 
aim, the Soviet regime will in all 
probability continue its policy of 
peaceful collaboration with the rest 
of the world in the postwar era. 

A strong industrial Soviet econo- 
my should not be viewed as inimical 
to our own commercial interests. 
Our major volume of international 
trade in the past has been with 
the industrial nations of Western 
Europe. Opportunities for expand- 
ing mutually beneficial commercial 
relations with Soviet Russia after 
the war will likewise depend very 
largely on the industrial develop- 
ment of the Soviet economy. | 

In an atmosphere of better under- 
standing, at home and abroad, in 
which confidence and trust will dis- 
pel fear, lies the real hope for peace- 
ful economic collaboration between 
the United States and the Soviet 
Union. In such an atmosphere we 
shall be able to conduct mutually 
advantageous business in years to 
come. 


War Bond Sales and Redemptions.— From their first issuance in May, 
1941, through November, 1944, sales of war bonds totaled $39,340,000,000, of 
which only $4,668,000,000 has been redeemed. A comparison of these figures 
shows that 88 per cent of the total sold is still held by the buyers, contrary 
to the prevalent impression, derived from figures for monthly sales and re- 
demptions, that the public is not holding on to these bonds. 


‘“What Is the Best Hedge Against 
Inflation? ”’ 


Donatp L. KEMMERER 


Department of Economics, University of Illinois 


GC 0 you remember me, Professor 
D Kemmerer? I am the re- 
porter! for Opmion and 
Comment who interviewed you last 
summer about the prospect of seri- 
ous inflation in this country. You 
said then that there was real danger 
of an inflation which would see 
prices doubled or more after the 
war. You explained that the post- 
war period of World War I saw 
worse inflations in some countries 
than the war period.2 Since you 
made that prediction, several per- 
sons have written or asked, ‘What 
is the best hedge against inflation? 
Would you give us an answer to 
that question?” 

“Tf the test of a good reporter is 
being able to ask the one question 
that the person interviewed most 
wants to avoid, you should be an 
outstanding success.” 

“Why don’t you want to discuss 
that question? Thousands would like 
to know the answer.” 

“Tn the first place, to ask ‘What 
is the best hedge against inflation?’ 
is very similar to asking ‘What is 
the best way to avoid being drafted?’ 
As I intimated last summer, the best 
way for the country as a whole to 
avoid inflation is for every person to 


1Opinion and Comment has no re- 
porter. This is still Dr. Kemmerer’s 
excuse for talking to himself. 

7See Opinion and Comment for Au- 
gust 15, 1944. 
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buy war bonds and hold on to them. 
Don’t make the serious mistake of 
considering that advice as just pa- 
triotic propaganda. It is the truth. 
Of course, if you don’t buy, your 
individual purchase won’t be missed 
much, any more than a single draftee 
will be missed in an army of nearly 
ten million men. But if everyone 
took that view—AND OTHERS 
HAVE AS MUCH RIGHT 1@ 
TAKE IT AS YOU DO—we should 
experience bitter defeat on the bat- 
tlefields and drastic inflation at 
home.” 

“Do you really think that John 
Doe’s failure to buy a $100 E bond 
deprives John Doe, Jr.’s, machine 
gun crew of essential ammunition in 
the Pacific? That has always struck 
me as rather transparent sales talk.” 

“Yes, I agree with you. That is 
largely, although not entirely, sales 
talk. It does boost John, Jr.’s morale, 
but that is not the point. If the gov- 
ernment does not raise the funds to 
buy that ammunition one way, it 
will raise them another way. As has 
been said frequently, there are only 
three ways of financing a war, 
namely, by taxation, by borrowing, 
i.e., selling bonds to the public, and 
by creating currency. Taxation is 
the best way, but we pay only about 
a third of the cost that way. Bor- 
rowing is next best, but we don’t 
pay all the other two-thirds that 
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way. There is only one method left: 
creating currency. There are two 
ways of creating currency. One is 
by turning the printing presses; the 
other is by selling bonds to banks 
and in return having the bankers 
write on the bank ledgers that the 
Treasury now has a bigger bank ac- 
count. The Treasury can then draw 
more checks against these accounts 
to pay war workers or to buy essen- 
tial war materials. You and I both 
know that if enough money is not 
collected in taxes and from bond 
sales to individuals and corporations 
to supply John, Jr.’s, gun crew with 
all the ammunition they need, the 
Treasury will create the currency to 
pay for the ammunition.” 

“Has our government done much 
war financing by printing currency 
and creating deposits? I thought 
banks were not supposed to buy 
bonds. At least, that is what we 
hear during bond drives.” 

“Between December, 1940, and 
December, 1944, bank holdings of 
Federal obligations, mostly. bonds, 
increased $63 billions. The demand 
deposits rose $53 billions and ‘the 
amount of money in circulation out- 
side banks tripled, from $7.7 billions 
to $25.3 billions. The increase in 
money and bank deposits took place 
to a considerable extent because 
taxation and bond sales to individ- 
uals and companies did not provide 
enough to pay all the costs of the 
war. An increase of only $10 bil- 
lions of demand deposits in World 
War I was largely responsible for a 
doubling of the price level. How 
long do you think we can keep the 
lid on $50 billions, or even more, 
this time?” 


“In other words, these bond drives 
really ought to be regarded more as 
an offensive to bottle up or cut off 
inflation on the home front than to 
pinch off enemy divisions on the 
battle front.” 

“That is exactly right.” 

“T see. But still I haven’t made 
much headway on my original ques- 
tion.” 

“Your question was, ‘What is the 
best hedge against inflation?’ I told 
you it was buying government 
bonds. If I gave you any other 
answer now, I fear I should be imi- 
tating the practice of the famous 
home-brew products company of pro- 
hibition days which sold certain 
ingredients with the following warn- 
ing: ‘Do not mix with a pound of 
sugar and let stand in a warm place 
for thirty days, for this will make 
an alcoholic beverage which is 
against the law.’ ” 

“All right. Admitting that buying 
war bonds is the best way for all of 
us to hedge against inflation, what 
are some of the next best hedges?” 

“As I said before, an economist 
nearly always tries to avoid that 
question.” 

“Why Pa i 

“To begin with, any hedge, in the 
final analysis, is an investment of 
some sort. There is little to be 
gained and much to be lost by ad- 
vising any man how to invest his 
money. That is not an economist’s 
function anyway; it is the job of a 
banker, broker, or investment coun- 
selor. An economist is a social sci- 
entist whose chief interest, when he 
studies price levels, is in discovering 
the forces that cause the fluctuation 
and in noting the behavior of the 
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prices of different goods and serv- 
ices, like farm prices, wholesale 
prices, wages, etc. The economist 
has little interest in specific invest- 
ments; indeed he may be a very 
poor judge of whether Illinois Cen- 
tral 6 per cent preferred will rise or 
fall in the next few weeks. That is 
why so few economists ever become 
millionaires. All the economist can 
honestly hope to tell is whether 
stocks or bonds are the better in- 
vestments in a period of rising 
prices, and perhaps he might throw 
some light on what type of stock is 
likely to be best.” 

“T see. You can give advice only 
in terms of basic principles. I should 
think that such principles, if they 
are understood to be no more than 
that, would be very valuable to a 
businessman with little economic 
training but with a very keen in- 
terest in protecting his savings 
during a trying period like the 
present and near future. For ex- 
ample, if his investment counselor 
tells him to buy railroad bonds and 
he knows that economists look for 
rising prices and recommend the 
purchase of stocks in such periods, 
he is going to question his counselor 
more closely. The investment coun- 
selor may be wrong, or he may be 
right for the immediate future only. 
' The combined advice of economist 
and investment counselor should re- 
sult in a better choice of invest- 
ments than the advice of just one 
of them. Therefore, will you lay 
down some principles to guide many 
worried people who anticipate infla- 
tion, who are buying war bonds, and 
who want to protect their other 
savings too?” 


“Yes, I will. But before I start, it 
is only fair to warn you that there 
are some economists who anticipate 
deflation, or falling prices, when the 
war ends. I know this is confusing. 
Just as doctors differ in their diag- 
noses of physical ailments, so econo- 
mists differ in their explanations 
and predictions of our economic dis- 
orders. Although the economists who 
anticipate inflation undoubtedly out- 
number those who expect deflation, 
the deflation group contains some 
scholars of well-established reputa- 
tion and their reasons should not 
be dismissed lightly.2 Just as you 
choose your doctor on the basis of 
his general reputation and the con- 
fidence you have in his reasoning, so 
also you must choose your econo- 
mist. As I explained previously, 1 
expect only a short period of mild 
depression and slightly falling prices 
as soon as the war ends, but after 
that, I look for an inflationary boom 
of considerable proportions. The 
hedges I shall suggest are based on 
that supposition. If I am wrong, and 
we get a long deflation, the type of 
investment that would have been a 
good hedge against inflation may 
prove to be one of the worst things 
to own as a hedge against deflation.” 

“Thank you for making all this 
clear and giving full warning. 
Maybe I'll ask one of those prophe- 
siers of deflation what he thinks are 
the best hedges against deflation. 
Right now, however, I’d like to 


* An economist who anticipates falling 
prices is Professor Marcus Nadler of 
New York University. For brief sum- 
maries of the arguments on the two 
sides as I see them, see my unsigned 
editorials in the Illinois Business Re- 
view of September and October, 1944. 
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worm out of you what you think 
ire some of the best hedges against 
nflation.” 

“Very well, I'll evade your ques- 
ion no more. First of all, to under- 
stand what are the best hedges, you 
must have some idea of the nature 
and evils of inflation. [’ll explain 
hose, then point out what I think 
ire good hedges, and conclude by 
ndicating the sort of things the con- 
scientious investor should avoid 
loing.” 

“I suppose you will begin by say- 
ng that one of the chief evils of 
nflation is that prices rise.” 

“Yes, that is what inflation means. 
Let’s begin with it. You think it is 
ybvious. Yet many people miss an 
mportant implication of that simple 
fact. Maybe you do, too. When 
rices rise, the value or purchasing 
nower of the dollar falls. Dollars 
lon’t buy as much. Contracts are 
nade in terms of dollars. Very 
-arely do contracts provide for the 
yayment of a greater or smaller 
wumber of dollars depending on 
vhether the price level rises or falls. 
Jne of the most important types of 
‘ontracts is the debt contract. A 
yromisory note, a mortgage, a bond, 
\ savings account book, an insur- 
ince policy—each of these is evi- 
lence of a debt that is owed to 
rou. If you loaned money, bought 
. bond, deposited money, or paid an 
nsurance premium and then were 
yaid off later when prices had risen, 
he dollars you would be getting 
ack would be worth less than the 
nes you loaned. They would buy 
ess and you would be losing. Thus, 
n general, creditors lose and debt- 
rs’ gain as a result of inflation. 


Throughout history creditors have 
opposed financial policies likely to 
cause inflation and debtors have 
favored inflation. When money is 
plentiful, debtors can often get it 
more easily and pay off their debts.” 

“IT suppose the other evil of in- 
flation is that prices rise unequally.” 

“Right again. This tendency of 
some prices to rise rapidly and 
others to lag causes much damage. 
Those whose services or products 
sell at laggardly rising prices lose.” 

“Are there any rules of thumb as 
to whose prices move rapidly and 
whose move slowly? It seems to me 
I have heard that wage earners lose 
by inflation because their wages go 
up more slowly than the prices of 
the things they have to buy.” 

“That is true in general, but is 
probably less true in this country 
than it used to be. Wesley C. Mitch- 
ell’s famous study of the behavior 
of prices and wages during the 
greenback inflation of the Civil War 
showed that wages lagged and thé 
real income of the industrial wage 
earners dropped.’ 

“Pardon me, but what do you 
mean by real income?” 

“T mean the goods and services 
a dollar will buy. For example, if 
your wages rise but will buy less in 
groceries than before, your real in- 
come has fallen in terms of gro- 
ceries. There are accurate ways of 
measuring real income. Real income 
is, of course, much more important 
than money income. It is purchasing 
power.” 

“T see. You were talking about real 


*W. C. Mitchell, History of Green- 
backs, pp. 743-49. Real wages were 
down one-third in January, 1865. 
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wages falling during the Civil War. 
What about World Wars I and II?” 

“Wage earners fared much better 
during World War I than is often 
admitted, although there was a 
marked difference among various oc- 
cupations. For example, coal miners 
did exceptionally well between 1914 
and 1920; their real wages or pur- 
chasing - power wages increased 
about one-third. Wage earners in 
manufacturing in general, in public 
utilities and in railroads, farm 
laborers, and unskilled workers all 
had a moderate rise of around 10 
per cent in real wages. But losses 
were suffered by white-collar work- 
ers, government employees includ- 
ing postal employees, workers in the 
building trades, and _ particularly 
teachers and ministers.® You see the 
danger of generalizations about 
wages. ‘ 

“Turning now to World War II, 
we find that wage earners in many 
lines have done even better than in 
World War I, particularly those who 
belong to strong unions and those 
whose work is vital to the war effort. 
According to the National Industrial 
Conference Board, real weekly earn- 
ings in 25 manufacturing industries 
were 48 per cent higher in January, 
1945, than in August, 1939.6 Some 
of this rise was due to higher hourly 
wages and some was explainable in 
terms of steadier employment and 
overtime pay. On the other hand, 
salaried workers in some nonessen- 


°H. Millis and R. Montgomery, Labor's 
Progress and Problems, New York, 
1938, p. 102. Quoting from P. H. 
Douglas. 

°National Industrial Conference Board, 
Management Record, March, 1945, 
Dene: 


tial industries have had no pay in- 
creases at all. The salaries of teach- 
ers and ministers, for example, have 
not risen appreciably although their 
cost of living has gone up about 30 
per cent since 1939. The World War 
I situation is substantially repeating 
itself.” 

“How do manufacturers fare in 
an inflationary period?” 

“Usually they do rather well. The 
time necessary to produce goods 
from raw materials may witness 
rising prices and consequently the | 
margin between cost and sale price | 
may be widened before the goods 
are sold. On the other hand, if] 
wages in that particular line of pro- 
duction have risen more quickly than 
prices, the manufacturers may be 
somewhat squeezed. If they are 
making a war product, this increased 
cost can often be passed on to the 
government, but if they are manu- 
facturing for the civilian consumer, 
the margin of profit between the 
cost floor and the price ceiling may 
be very narrow indeed. And even if 
a profit is made, taxes take much of 
it. Still, manufacturers generally 
fare rather well in a period of in- 
flation, at least at the start.” 

“What is the farmer’s attitude 
towards inflation ?” 

“As a general rule he likes it 
Food prices and farm prices are 
very sensitive and when the price 
level rises, farm prices are apt to 
lead the way. During World War I, 
wholesale prices of all commodities 
increased 103 per cent between 1914 
and 1919 but farm prices jumped 
121 per cent. In World War II, 
wholesale prices of all commodities 
increased 38 per cent between 1939 
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and November, 1944, but food prices 
increased 49 per cent and farm 
prices leaped upward 90 per cent. 
When the farmer is also a debtor, 
and he often is, he has, therefore, 
two reasons for liking inflation. In- 
flation both raises the prices of the 
crops he produces and makes it 
easier for him to pay his debts.” 

“From what you have said, it 
would appear that the only safe 
thing to have in case of inflation is 
goods.” 

“There is a lot of truth in that. 
An inflation demonstrates to the 
man in the street a fact he often 
overlooks. Money is not an end in 
itself but a means to an end: money 
is but a medium of exchange. We 
know that an abundance of cotton, 
corn, apples, or pen knives makes 
them cheap, but we don’t always re- 
alize that the value of money can 
go down also when there is too much 
of it. In the worst days of the 
German inflation, employees were 
given extra time off at noon to spend 
their money and put it into goods 
before its value melted away. There 
were amusing incidents told of 
people buying anything they could 
find to convert their money into 
goods. There is the famous story 
of the bachelor who hunted several 
hours for something he could use 
and finally became so frantic watch- 
ing the value of his money melt 
away that he hastily bought a gross 
of diapers. But to come back to your 
first point, goods or property in some 
form are basically good hedges. Of 
course, some discrimination must be 
used in making your purchases. And 
hoarding is highly unpatriotic. A 


general wave of hoarding would 
only bring on inflation faster and 
make it worse.” 

“What puzzles me is why anyone 
would sell goods for money while 
there was a runaway inflation like 
the German one you describe.” 

“Tt is a hard thing to explain. I 
suppose it is largely a matter of 
habit for merchants to sell as long 
as they get more for their goods 
than they paid. After all, that is 
their means of livelihood. The tragic 
part of it is that in such an extreme 
inflation the merchant may be 
making more and more dollars but 
finding that with each turnover his 
inventory is smaller. His real in- 
come is declining. However, I do 
not wish to imply that we should 
anticipate a runaway inflation here 
such as Germany experienced.” 

“You were discussing property as 
a good hedge. Would you care to 
make some specific suggestion as to 
what sort of property is the best?” 

“Yes. My first suggestion is that 
a family man own his own home. 
That is one of the very best hedges 
he can provide. He owes it to his 
wife and children to see that they 
have a home. By that I do not mean 
that he should go out and buy a 
mansion. If he owns a large house 
and his real income declines with 
inflation, he may find himself badly 
pinched by taxes, insurance, and 
upkeep and perhaps eventually be 
forced to sell the house to buy food, 
shelter, and medical care for his 
family. Thus, he should own a 
home suitable to his income and he 
should own it free from mortgage 
or other debts if possible. If the 
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homeowner has any money left, he 
might well spend some of it to keep 
his home in reasonable repair.” 

“That seems a sensible suggestion. 
Suppose I have a chance to sell my 
home for more than I paid for it. 
A friend of mine recently sold ‘his 
home, which he had built and had 
lived in for ten years, for $2,000 
more than it cost him.” 

“T don’t know all the circum- 
stances of your friend’s transaction 
but I would ask this question: What 
did he do with the money? Did he 
buy another house that he liked bet- 
ter or did he discover afterwards 
that he couldn’t get as good a house 
for the price of his old home? Re- 
member, it is not the dollars that 
count so much as it is what they 
will buy.” 

“What do you think of hedging 
by investing in other houses, of the 
single, duplex, or apartment variety, 
and renting them out? Is that a good 
idea?” 

“In general, they make a fair 
hedge, but one must always pass 
judgment first on the particular 
house or apartment. Furthermore, 
such real estate may be subjected 
to rapidly rising taxes. The land- 
lord class is taxed hard by many 
taxing bodies and landlords receive 
little sympathy from anyone. If the 
landlord tries to pass the taxes on to 
his tenants in the form of higher 
rents, he may encounter rent ceil- 
ings. We have had such ceilings in 
this country for some time and in 
inflation-ridden countries of the re- 
cent past they have usually kept the 
landlord class from making much, 
if any, profit. Also taxes, insurance, 
heating, and other costs rise more 


rapidly than rents are permitted to 


go up. Indeed, if his tenants are — 
hard pressed by the inflation, the © 


landlord may find it difficult and ex- 
pensive either to collect the rent al- 
lowed him or to dispossess his ten- 
ants.” 


“How about farm land as an in- — 


flation hedge ?” 

“That, also, is a better-than-aver- 
age investment for the purpose. 
Again I must attach some impor- 
tant qualifications, however. What 
do you know about farm land and 
about farming? Could you choose a 
good piece of land? Do you know 
enough about farming to know 
whether your tenant is giving you a 
square deal? If things got bad, 
would you want to turn farmer 
yourself, and could you? Do you 
know that the Midwest Land Ten- 
ure Committee, representing 13 mid- 
western agricultural colleges and 
sponsored by the Farm Foundation, 
warned last summer that agricul- 
tural land prices are already as high, 
on the average, as long-time earn- 
ings are able to support and in some 
communities are too high? It is 
questionable whether there is much 
‘hedge’ in most farm land any 
more.” 

“Are stocks a good hedge?” 

“In general, yes. A stock certifi- 
cate is basically a share of owner- 
ship in a company. If the company 
prospers, you as part owner share 
in its prosperity; if the value of the 
company’s property, equipment, and 
raw materials rises with the general 
price level, you as part owner share 
in that rise. Stock is, therefore, a 
good hedge. I'll go farther than 
that. The stockholder may even gain 


MAY, 1945 35 


at the expense of private bond- 
holders.” 

“What do you mean by that ?” 

“T pointed out a few minutes ago 
that during an inflation the debtors 
usually gain and the creditors lose. 
If a corporation has sold bonds, the 
bondholders are its creditors and 
the stockholders are the debtors. Let 
me give you a simple illustration. 
Suppose a corporation has sold 
$100,000 of stock and $100,000 of 
bonds. All the money was invested 
in property and equipment worth 
$200,000. The price level doubles 
and the company’s business is mod- 
erately prosperous. Presumably the 
value of its property in due time 
also about doubles and is now 
worth $400,000. Yet it is the same 
property as before. The bondholders 
are still owed $100,000 but that is 
only a quarter of the company’s 
property, and not a half. What 
should happen to the market value 
of the company’s stock? If it sold 
for $100 a share at the beginning, 
it should now sell for something 
nearer $300 than $200, because the 
stockholders have made a gain at the 
bondholders’ expense.” 

“Ts the number of corporation 
bonds. very great?” 

“Tn 1942, the amount invested in 
bonds of industrial corporations was 
$6.5 billions, about the same as that 
invested in farm mortgages. The 
amount invested in bonds of indus- 
tries, public utilities, and railroads 
combined was about five times as 
great.” 

“You said a few minutes ago that 
farmers who were debtors liked in- 
flation because it brought them pros- 
perity and helped them get out of 


debt. For the very same reason I 
should think the stockholders of 
many of our corporations would 
like inflation five times as well.” 

“Frankly, I think that business- 
men realize the evils of inflation and 
know the difficulties of controlling it 
better than farmers do. They prefer 
a stable price level, which will make 
planning for the future possible, 
rather than an uncertain price level, 
which may, or again may not, bring 
big profits for a short period. Unless 
a merchant regularly marks up the 
prices on his goods during an in- 
flation, he may find that the total 
income from their sale is not enough 
to replace them. He will have a 
handsome profit in money but will 
be unable to restock as much as 
before. If that condition continues 
long, it can bankrupt him. Of course 
the farmer does not have this prob- 
lem; he restocks by planting a new 
crop. It is true that ceiling prices 
prevent marking up prices in this 
country today and give the merchant 
some protection. However, that pro- 
tection is partly illusion. The quality 
of the goods continually declines 
and manufacturers discontinue old 
brands which have an unprofitable 
ceiling price and introduce new 
brands, supposedly different and im- 
proved, on which a higher ceiling 
can be obtained.” 

“T was thinking more that holders 
of stock would like inflation.” 

“Don’t forget that the market 
price of stock reflects to a consider- 
able degree the prosperity of the 
business. Furthermore, despite the 
theory that stockholders may gain 
at the bondholders’ expense which I 
just outlined for you, stocks do not 
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always leap upward as soon as the 
price level begins to rise. For ex- 
ample, Moody’s index of 402 stocks 
stood at 94.2 in 1939 and had fallen 
to 91.9 in 1943, although we had ex- 
perienced a mild price rise in the 
period and expected more. During 
the same period the index of high- 
grade bonds rose from 113.8 to 120.3. 
You see, if you had followed an 
economist’s advice and bought stocks 
in that period, you would not have 
done as well as if you had pur- 
chased the bonds which your broker 
might have advised. However, I 
should add that stocks have moved 
upward more rapidly than bonds 
during the past year.” 

“All in all, stocks would seem to 
be a mighty good hedge. I suppose 
youll pour a bucket of cold water 
on that idea too.” 

“IT see I had better cool your en- 
thusiasm a little. Remember what I 
told you before—stocks in general 
may be a good hedge, but the in- 


vestor buys particular stocks and . 


every stock investment should be ex- 
amined on its own merits. A second 
thing to remember is that corpora- 
tion taxes are high. Some of the big 
companies have doubled and trebled 
their peacetime output and yet, after 
paying taxes, are keeping no more 
dollars than before. The incomes of 
many prosperous corporations are 
in the top brackets, where 80 per 
cent of their net earnings goes to 
the government. And don’t forget 
that when you do receive your divi- 
dends, you must count them as part 
of your income and pay a second 
tax on them. Thus, corporation 
stocks are taxed twice but the inter- 
est you get from corporation bonds 


is taxed only once. Still a fourth 
fact to bear in mind is that the fear 
of inflation on the part of others, 
astute financiers, for example, has 
already pushed stock prices about 
half as high as the general price 
level has risen.” 

“Td like to ask you about another 
sort of hedge which you have not 
mentioned. You say that in times of. 
inflation creditors lose and debtors 
gain. If that is so, isn’t a period of 
inflation the time to go into debt? 
You could borrow when dollars were 
worth a lot and pay off your debts 
when dollars had declined in value.” 

“You might make some money 
that way, I admit, but you might 
lose a lot too, as [ll explain later. 
But my principal answer to that 
suggestion is that in following such 
a policy you are consciously trying 
to take advantage of someone, in a 
cheap and sordid way, at a time of 
national crisis. You are not thinking 
of winning the war against the 
enemy abroad or against inflation at 
home: you are becoming a war 
profiteer of the worst sort. You 
won’t be very popular, I assure you. 
During the black period of German 
inflation a number of persons got 
rich at the expense of others just 
that way. They were a little smarter, 
a little quicker to see some of the 
‘angles’ of inflation. I suppose com- 
paratively few were guilty but the 
sharp practices of those few cer- 
tainly got many others into trouble.” 

“A few minutes ago you said that 
you would give some advice on what 
not to do if you expected inflation.” 

“In view of what I have just said, 
my first piece of advice is not to lend 
for a long period. The dollars you 
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get back won’t be worth as much as 
the ones you lend. If you must lend, 
demand a high interest rate to afford 
yourself some protection. Inciden- 
tally, many people do not realize 
when they are lending. If you buy a 
bond or a mortgage or put money 
in a savings account, you are lend- 
ing. You will get back the same 
amount you put in, and the money 
you later receive won't buy as 
much.” 

“Are all corporation bonds bad 
investments in an inflation?” 

“No. There is at least one excep- 
tion that should be made and that is 
the low-grade speculative bond. 
Sometimes you can find bonds that 
are selling far below par because 
the chances of redemption seem 
risky, but if wartime prosperity im- 
proves the company’s ability to pay 
off those bonds they may prove to 
be very profitable. In other words, 
if you could buy a $100 par bond 
at $50 and hold it while the pros- 
pects of repayment raised the price 
to par,:- you would be making a 
nice money profit on the increase in 
market value. Remember, however, 
you must first pick the right bond; 
not all $50 bonds will rise to $100 
when there is an inflation. And also 
don’t forget that the dollars you 
later receive will have lost some of 
their purchasing power.” 

“Does the market value of most 
good bonds hover around par dur- 
ing an inflation?” 

“No such rule can be made. As 
maturity date approaches, the mar- 
ket value of any good bond will drift 
towards par. However, if the ma- 
turity date is a long way off, an in- 
flation may cause bond prices to 


drop. You see, interest rates tend 
to rise with other prices. Suppose 
you have a good bond, due many 
years hence, whose present market 
value is $100 and which pays $4 a 
year. The market rate of interest of 
such a security is, therefore, 4 per 
cent. Then an inflation takes place 
and as a consequence people who 
lend money insist on higher interest 
rates. Let us say they soon ask 8 
per cent for such an investment. No 
one would buy your bond unless he 
could be sure it would bring him 8 
per cent interest; hence the market 
value of your bond might fall to the 
neighborhood of $50. The $4 inter- 
est the buyer would get on that bond 
is 8 per cent of $50. Thus, you are 
suffering a loss in the market value 
of the bond as well as a loss in the 
purchasing power of the money you 
get back.” 

“I see why I should be careful 
about lending. Are the premiums on 
my life insurance policy a loan?” 

“Frankly, they have many aspects 
of a loan. If you die during a pe- 
riod in which there is an inflation, 
the dollars your heirs receive will 
buy less than the dollars you origin- 
ally paid in as premiums.” 

“Then do you mean that it is 
foolish to carry life insurance if you 
expect inflation?” 

“No. If you should die suddenly, 
your widow and children would cer- 
tainly need the help of a generous 
policy even if the dollars would not 
go so far as you once hoped they 
would. Inflation makes your insur- 
ance more expensive but not less 
necessary.” 

“Ts there any way of lessening 
this expense? Is there any way I 
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can avoid paying out big dollars so 
that my wife may some day get 
back little dollars?” : 
“You can take out term insurance. 
If you buy a $10,000 life insurance 
policy, you pay premiums most of 
your life but your heirs will get 
$10,000 any time you die. If you 
take out a $10,000 5-year term in- 
surance policy, you pay smaller pre- 
miums and your heirs get $10,000 
if you die at any time within the 
next five years, but not one red cent 
on that policy after the five years 
are passed. By taking out a term 
policy you get the same protection 
for smaller premiums while there is 
an inflation. Of course, if there is no 
inflation and you later shift to life 
insurance, your annual premiums, 
now that you are five years older, 
will be greater. That is the catch. 
Some companies put out policies 
that are part life and part term, so 
that when the term protection runs 
out you still have some insurance 
on a life basis remaining. If you 
don’t know what to do, you might 


ask your insurance agent about 
these combination policies.” 
“What else should the person 


fearing inflation not do?” 

“Tf he is a salaried man or a per- 
son whose real income is likely to 
suffer during the inflation, he cer- 
tainly should not borrow if he can 
possibly avoid it. As his real income 
declines, he will find it increasingly 
difficult to pay for the necessities of 
life like food, clothing, medical care, 
etc. At such a time he does not want 
to have to set aside some of his 
desperately needed, though less valu- 
able, dollars to pay interest on his 
debt or to amortize the principal. 


Yet if he fails to meet these obliga- 
tions, he may have to sell his house, 
if he owns one, or his business, or 
go into bankruptcy. Whatever the 
choice, it is almost certain to be 
painful and humiliating.” 

“You have already indicated that 
buying goods indiscriminately—or 
even discriminately—and hoarding 
them is wasteful, unpatriotic, and, 
worst of all, makes the inflation 
itself worse by decreasing the sup- 
ply of goods and increasing the 
amount of money in circulation. I 
won’t put my neck out and ask you 
if that is a good idea. But tell me 
this. Of all the hedges we have 
mentioned — houses, farms, land, 
stocks, goods, and government bonds 
—which do you think is the best, or 
rather the second-best hedge ?” 

“To begin with, whatever the pub- 
lic thinks is the best hedge and 
rushes to buy will in the end prove 
to be not much of a hedge at all, 
government bonds excepted, of 
course. In the second place, I have 
talked about inflation in a rather 
general way. Houses, land, and 
stocks might be adequate hedges in 
an inflation in which prices only 
doubled or tripled, but goods or a 
farm which you could operate your- 
self might be the only satisfactory 
hedge if prices increased manyfold. 
It is hard to say. What is good at 
one level is not at another. You 
have to be a clairvoyant to know 
when to change your hedge. Fur- 
thermore, no two inflations are alike, 
because political and social condi- 
tions have an influence on economic 
conditions. Sometimes prices and 
people do not behave as the econ- 
omists reason they should. A study 
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of the French inflation after World 
War I, made fifteen years ago by 
Professors Ogburn and Jaffé, showed 
that to be true.” Always remember 
that economics is an inexact science; 
it deals with man’s behavior. Men’s 
reactions are not altogether pre- 
dictable. Thus, economists can safely 
say no more than that under certain 
circumstances men will tend to be- 
have in a certain way. Unfortu- 
nately the individual is dealing with 
a specific inflation, and if it does not 
produce the average or typical re- 
sults which he has counted upon he 
may be badly hurt financially.” 

“One more question occurs to me. 
After the last war millions of peo- 
ple in Europe suffered from infla- 
tions much worse, you said, than 
any we are likely to experience. 
When it was all over, many of them 
must have had some good second 
guesses as to what they would do 
if they had to live through it again. 
I wonder what some of those second 
guesses were?” 

“About ten or twelve years ago 
one of the executives of a well- 
known American business concern 
had just that thought. He feared 
that the New Deal spending policy 
would produce a bad inflation and 
he wanted to be ready for it. To 
learn the answer he conferred with 
many prominent European business- 
men and financiers who had lived 
through the inflationary period after 
World War I and asked for their 
‘second guesses, as you call them. 
He discovered that in no country 


‘Wm. F. Ogburn and Wm. Jaffé, The 
Economic Development of Post-War 
France (Columbia University Press, 
New York, 1929), Chaps. 3, 6, 7. 


in which there was serious inflation 
was there any financier who could 
prescribe a safe plan to preserve 
capital He was told repeatedly, 
however, by these European busi- 
nessmen that if they had to live 
over this period they would get their 
hands on some gold, if at all pos- 
sible, and hide it. Gold was the best 
hedge they could think of for the 
conditions that existed where infla- 
tion was very severe.” 

“T expected a better second guess’ 
than that. Even if you could get 
gold, and it is almost impossible to 
do so, and illegal as well, there are 
other objections to that solution. The 
gold hoarder would be getting no 
interest at all on it and would run 
the risk of having it stolen.” 

“You miss the point of the story. 
If you are hedging against a very 
serious inflation, you should not ex- 
pect to make a profit, or to break 
even for that matter. All you should 
hope for is that you will be able to 
save a considerable portion of your 
original capital. As a matter of fact, 
of the European financiers inter- 
viewed, the one who preserved the 
largest proportion of his pre-infla- 
tion capital saved only thirty per 
cent.® 

“That is a pessimistic conclusion. 
It reminds me of the answer of the 
French nobleman when asked what 
he did during the French Revolu- 
tion. He said, ‘I survived.’ I hope 
you are wrong about this inflation 
business.” 

“So do I hope I am wrong. The 


SE. W. Kemmerer, “The Consequences 
of Inflation,’ The American Mercury, 
July, 19306. 
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best way to make me wrong is to 
prevent its taking place. The most 
practical way to prevent it is to do 
your part in buying war bonds. 
Take reasonable precautions to pro- 
tect your family, but then buy war 
bonds and hold them.” 

“But you said a while ago that 
bonds were a loan and lending was 
to be avoided if inflation was ex- 
pected. Why is lending to the gov- 
ernment any different from lending 
to a private corporation?” 

“Tt is true that when you buy war 


bonds you are lending to the govern- 
ment, and the government may gain 


as a result, but don’t forget who the — 


government is. It is not just a group 
of politicians, a huddle of bureaus 


in Washington, an immense, cold- — 
blooded institution; but basically it — 


is you and I and everyone else in 
this country. In brief, when we buy 
war bonds, we are both creditor and 
debtor. What we lose in one sense 
we gain in another and to the ex- 
tent that we prevent a fearful infla- 
tion, we certainly help ourselves.” 


Food Supply. — The recent pronouncements of the President and the War 
Food Administration. have focused attention upon the prospect that civilian 


food supplies for 1945 will be less than in 1944 despite record-breaking crops ' 


and above-average livestock production last year. This merely highlights the 
fact that military requirements and obligations to our allies, plus the very 


high level of domestic purchasing power, have widened the gap between. 


supply and demand for food. As a result tighter food rationing will be neces- 
sary in order to obtain as equitable a division as possible of the supply of 
foodstuffs available to civilians. Despite the current outlook for civilian belt 
tightening, it should be emphasized that food supplies in the United States 
will still provide average consumption that is fairly high by normal peace- 
time standards and will be a far cry from the situation facing the civilian 
population of the other belligerent nations of the world—From Business 
Conditions, Federal Reserve Bank of St. Louis, April, 1945. 


Population Shifts. — Recent estimates of population in the United States 
indicate that between 1940 and 1944 the South and the West gained nearly 
4,000,000, whereas the North lost almost 3,000,000. The Northeastern states 
lost 4.6 per cent, and the North Central division 3.3 per cent, of their popula- 
tions. The West, on the other hand, gained 17.8 per cent, and the South 3.3 
per cent. These changes reflected the combined effect. of inductions, the 
current distribution of the armed forces, shifts in civilian population, and the 
natural increase resulting from the excess of births over deaths. 


The Returning Veteran and 
the University 


Spwney E. GLenn 


Director, Division of Special Services for War Veterans 
University of Illinois 


HE colleges and universities 
[ this country are now face 

to face with the problems 
nvolved in providing for returned 
eterans, present and prospective, 
he educational benefits to which 
hese persons ares entitled under 
‘ederal and state laws. The purpose 
f this article is to sketch briefly 
he background of these problems, 
s they affect the University of 
llinois, and the measures which are 
eing employed to deal with them. 


Basic Considerations 


‘he first fact to be remembered 
bout the returning veterans is that, 
elatively, only a small number will 
pply for formal collegiate or uni- 
ersity training. On the basis of 
vailablé information, there will be 
bout 900,000 veterans from the 
tate of Illinois. Probably about 10 
er cent of these, 90,000, will apply 
or educational benefits under Pub- 
c Law 346, the so-called G, I. Bill 
f Rights. Many will go to trade 
*hools and business colleges; some 
ill seek in-service training in in- 
ustry; some will become appren- 
ces under Federal, state, or private 
ispices. Of the 90,000 applications 
» be expected, probably about 70 
ar cent, 63,000, will be for educa- 
on at the college level. 
The second fact to be remembered 
that not all the veterans will re- 
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turn at the same time. Some of them 
have already come back, and a few 
of these are now in school. More are 
returning every day. But the peak 
enrollment will not come, it seems 
evident, until a year or two after 
the cessation of hostilities. 

A third fact to be noted in at- 
tempting to estimate the number 
who will come to the University of 
Illinois is that, under the provisions 
of Public Law 346, the veteran may, 
generally speaking, choose the school 
to which he will go. Many veterans 
from Illinois will go to schools in 
other states; many veterans from 
other states will choose schools in 
Illinois. How far one movement will 
offset the other we have no means 
of knowing at this time. Further- 
more, the veteran who intends to go 
to college in Illinois will not neces- 
sarily come to the State University. 
In the State there are several nor- 
mal schools, a large number of 
small colleges, public and private, 
and several universities. It is rea- 
sonable to assume that a certain per- 
centage of the veterans will go to 
each of these. If there were any re- 
liable figures on how many and 
when, the headaches of planning 
could be considerably lessened. 


Present Conditions 


It may be further assumed that the 
present inordinately large propor- 
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tion of veterans now coming to 
school under the provisions of Pub- 
lic Law 16, the rehabilitation statute, 
will be considerably reduced. At 
present, no veteran is back in school 
unless he has been discharged from 
the armed services. Every veteran 
of this war now in civilian life is 
mentally, emotionally, or physically 
unfit for service. I include age as 
unfitness. It is to be hoped that with 
the end of the war the percentage 
of veterans without handicaps, and 
hence eligible only for the benefits 
of Public Law 346, will be very 
much higher than it is now. It is 
for this reason, in part, that the fol- 
lowing figures need to be regarded 
as interesting rather than as highly 
significant of future trends. These 


percentages are based on too few 
instances for a conclusive predical 
tion, but, again, they are the best 
that can be obtained. 

In reading these tabulations, one 
must keep in mind another fact. 
Under Public Law 16, the veteran 
may take only such a course of | 


training as will result in his being 


fitted to step into a paying job upon 
his completing it. For that reason, 
one will find no veteran in school, — 
under this law, in general liberal 
arts and sciences. Including only 
veterans receivitig education at the © 
college level and disregarding the — 
smaller groups, the returned vet-— 
erans now in school in the State of © 
Illinois are following curricula ap- — 

proximately as indicated. | 


Pub. Law 16 Pubs Law 37a 


per cent per cent 
Pen SINGeNin Sine eiews co. tie esse eee Melt Fenian ee est PA | 16 
NGCOUMEAL CYe Netexe cnetc «ua airstaee OHM cEah ouee pote oes tithe adeeb ged ace re ae 10 17 
pea chit Gas rydeation. pS aretca ee Rie eee Pek ty pce aree 5 6 
CEOMMEHICAIEAT ee ice dete ko Ce Oe 4 4 
Liberal Arts and Sciences (including pre-professional)... .. ati 13 


The approximate percentages of 
veterans now at the University of 
Illinois, in the different schools and 


colleges on the Urbana Campus, are 
as follows: 


per cent 


Liberal Arts and Sciences (including pre-professional)...................-.. 26 
GOmMErCE Ee seen Sheer tee lon Wah seats coy suoncc ode ide opaanmnoaced ae ae ee 19 
ley aXeabelss) oul aa etc ERR REL RS fea TORR CAS CER hoe race cra, Me iotn ore ee cl 16 
Physicalpieducation’ (Mem) va s2 i obser tear tras aeucl ops ae ea eae cee 7 
NSTC Ute seed pe pa yaaa raps Races och aye is sr hale cle) Seas ie ee ee ee 7 
Division of Special Services for War Veterans................--+ eee eee eee 7 
Einerand eA ppliedVArts ns vc5 atc ca kanee oe hee 2 eae cena nee 6 
Graduate Schoolsnet. \.- ss scais is, Sane Butea teste Le etnas POLED EAE eRe eee eet 6 
Baw ort Pre-law tee gaceh tative 5-2 0-s le 5 ye. a eerie eR CS ea Re ee 4 
FVOUENALISMA Sco yas cre cra aes + deb hina aera gue Pea Re tog tcl eens 2 

100 


As to the veterans on the Chicago 
Campus, the distribution by per- 
centages is completely misleading 


because of the conditions under 
which a large proportion of dental 
students were released from service. 
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1 actual numbers, veterans there 
‘e distributed as follows: 


> TICULAR, Sia eae praia 134 
MPRCINEy Cue Mint, 2 eee ee Se 10 
2 SHED aps ea Se aa eee ac 3 
BPGNTALES AO ene ties in ao bd 2 


Finally, it may be noted that over 
3 per cent of the veterans on the 
rbana Campus are married, and 
at the number of female veterans 
about one per cent of the total. 


Jutiook for Veteran Enrollment 


rom these facts and estimates cer- 
in conclusions may be set down at 
ast tentatively. About a year and 
half or two years after V-day, the 
niversity will have its largest num- 
r of veterans. The condition of 
e veterans who are here then 
ill be much different from that of 
ose who are here today. In gen- 
‘al, their health will be better, their 
rerage age will probably be higher, 
eir experience in the services will 
ive been longer. Probably the per- 
ntage of female veterans will in- 
ease. It seems likely that a large 
oportion of the veterans will go 
to engineering and commerce, but 
e figures indicate that the College 
| Liberal Arts and Sciences will 
ill train the largest group, partly 
cause of the great number of stu- 
nts who will be preparing for pro- 
ssions. The figures we have give 
) basis for judging the distribution 
| the Chicago Campus, since the 
‘ures for dentistry are swollen by 
local and peculiar situation. Fi- 
lly, it seems reasonable to assume 
at the percentage of married vet- 
ans, with the passing of time, will 
turally increase. 


One can only make a guess as to 
how rapidly the number of veterans 
in the University will increase, and, 
later, diminish. The first veteran - 
came back to the Urbana Campus in 
September, 1942, about nine months 
after the attack on Pearl Harbor. 
The number has increased continu- 
ously since that time but in no fash- 
ion from which definite trends can 
be established. At present there are 
about 500 veterans on the two 
campuses. It may be assumed that 
the number will increase fairly 
slowly until about six months after 
V-E day. There should be a notable 
increase then, followed by a less 
rapid increase until about six months 
after final victory. The peak should 
be reached about a year and a half 
later. Then, a definite and marked 
decrease should appear within two 
or three years. But it will probably 
be at least seven years after the 
close of hostilities before the vet- 
erans cease to be an extremely im- 
portant and perhaps dominant group 
within the student body. This time 
lag is due to the provisions in Fed- 
eral legislation which stipulate the 
latest date at which the veteran 
must start his education and the 
furthest date to which he may con- 
tinue it. The veteran will thereafter 
probably become as inconspicuous a 
part of the educational picture as 
he was in 1942. 


What Will These Veterans 
Be Like? 


In trying to prepare for the vet- 
erans’ return, it is important that we 
attempt to foresee their needs and 
their wants, those differences which 
will make it difficult for them to fit 
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into the Joe College or Betty Co-ed 
pattern, those characteristics that 
will make them better or worse can- 
didates for higher education. Again 
we are forced to draw some con- 
clusions from the non-typical group 
now back, from recollections of our 
own experiences in 1919, and from, 
we hope, intelligent speculation. 

In the first place, as might be ex- 
pected, they are more seriously con- 
cerned with their education than is 
the average student fresh from high 
school. Many of them have become 
convinced by their experiences in 
the services that higher education is 
really important in itself. A large 
number of them want to complete 
their education as quickly as pos- 
sible and. will go to school the year 
around. What they have done them- 
selves and what they have seen oth- 
ers do in the services have influ- 
enced their choice of courses. The 
number of veterans who had come 
into contact with psychiatrists and 
who wished to prepare for psychi- 
atry was one of the most striking 
facts observed among the veterans 
who returned early. Many who had 
experience in engineering or sub- 
engineering activities were attracted 
to electrical engineering or other 
branches of engineering, and some 
who were in the air corps were at- 
tracted to the business side of avia- 
tion. Many feel left out of the war 
effort and would like to combine 
their studies with work toward the 
winning of the war or the making 
of the peace. This attitude will prob- 
ably continue at least to the day of 
victory. Most of them want to be 
able to make a living, and some are 
almost pathetically grateful to the 


: 


H 
t 


government for the chance, other- 


wise non-existent, of getting a coll 
lege education. 


Many, on the other hand, are bot 
scholastically and physically handi- 


capped. Long absence from school 
has, for some, practically destroyed 


any good study habits which they 


may have had. Others felt the dis- 


rupting influence of war before they 
entered the services and do not come 
to college or come back to college 
with the basic preparation which is 
considered essential to a continua-_ 


tion of formal education. Many are 


: 


taking advantage of the educational 


benefits now open to them only be- 


cause of family or social pressure 


and are neither intellectually nor 
otherwise capable of profiting from~ 
higher education. More, tired per-— 
haps of the dullness of hospitaliza-_ 


tion or of the boredom of long con- 
valescence, are back in school when, 
it would seem, they should be in 
convalescent camps or on farms. 
Practically all of them are much 
more mature, both in years and in 
experience, than the ordinary col- 
lege student. Their maturity helps 


them as students—as I have indi- 


cated—but may be a handicap in 


their adjustment to campus life. 
Some are apt to find fraternity life 
and fraternity spirit a trifle childish. 
The preservation of amateur status 
by athletes seems to them about as 
important as the English social bar- 
rier between “gentlemen” and 
“players.” Campus politics for many 


of them is another schoolboy’s game, 


or a method of obtaining inconse- 
quential powers by inconsequential 
people. In their relations with the 
administrators and teachers in the 
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Jniversity, almost all bitterly resent 
iny implication that they are not 
idults. If they can be shown a valid 
‘eason for a college regulation, they 
ire quite willing to abide by it or to 
ake the consequences. If they are 
nerely told that Rule XXIII, Sec- 
ion A, of the College Regulations 
‘tates that they must not, they want 
o know why not? Sometimes the 
easons are hard to find. The school 
vhich attempts to govern them by a 
surfew law or similar regulations is 
1ot going to have a happy dean of 
Bic 

| Many of them are married. Some 
Pe: children. The pattern of the 
ives of these persons cannot be the 
attern of life to which we are ac- 
Pe romea in students. 


| Special Provisions for Veterans 
I 


iQ students so widely divergent 
irom the campus group to which we 
lave been accustomed, it has been 
ecessary to make special provisions. 
Consequently, after careful study, 
fegun less than a month after Pearl 
darbor, the University of Illinois 
stablished a Division of Special 
yervices for War Veterans which 
‘egan its work on April 1, 1944. The 
Division was charged with the re- 
ponsibility of finding out what the 
eteran needs and wants, of giving 
im information, advice, and coun- 
el, of helping him to obtain modi- 
cations in the established courses 
f study, and of creating and ad- 
linistering special individual cur- 
icula leading to a degree for those 
eterans whose needs cannot be met 
y existing curricula. 

These functions have now been 


performed by the Division for a 
period of something over a year. 
The collecting of information about 
the veterans’ needs has been partly 
direct and partly vicarious. The 
questionnaire sent by the President 
of the University to some 18,000 
alumni and former students has con- 
tributed greatly to our knowledge. 
Much information comes from re- 
turned veterans and from an exten- 
sive correspondence with men and 
women still in the services who send 
in their problems to the Division 
for solution. And publications for, 
by, and about the serviceman con- 
tribute a great deal more. 

To give information, advice, and 
counsel to the veteran, the Division 
has had to keep in touch not only 
with educational opportunities, but 
also with Federal and state legisla- 
tion. Most of this advice is given di- 
rectly either to the veteran now on 
the Campus or to the men and 
women still in service who write to 
us. Questions received concern 
courses, transfer of credits, living 
conditions, opportunities for work, 
scholarships, expenses, state and 
Federal aid; indeed, the list is almost 
endless. Fortunately, every agency 
of the University is concerned with 
this problem, and, from the Person- 
nel Bureau, which gives free tests 
to all veterans, prospective students 
or not; through the Registrar, who 
grants or denies permits to enter; 
through the deans and directors of 
the various schools and colleges, 
who are best informed on their own 
offerings. and regulations; to the 
individual members of the teaching 
faculty, the collective wisdom or 
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knowledge of the University is 
placed at the disposal of the veteran 
and those still in service. 

In adjusting curricula to the needs 
of these men and women, the Di- 
vision has had the cooperation of 


the various schools and colleges. 


New courses have been developed; 
review courses have been planned 
or developed; in some instances re- 
quirements ordinarily insisted upon 
have been waived. 

In general, the demand for indi- 
vidualized curricula, cutting across 
college lines, or definitely prepara- 
tory for new or unusual lines of 


endeavor, has not been great. Mc 
of the veterans actually register 
in the Division are there only un 
the day when they will have cor 
pleted the requirements for entran 
into some other school or colle: 
for which they are making up sp 
cific entrance requirements. 

The specific services offered | 
the Division, and by the Universi 
as a whole, to the returning veter: 
are outlined in some detail in t 
Manual for War Veterans, 194 
obtainable from the office of t. 
Director, 209 Lincoln Hall, Urban 
Illinois. 


Foreign Trade—1944.— The Bureau of the Census recently announce: 
that exports from this country in 1944 broke all records for both tonnage a1 
value. The shipping weight of exports was 185,391,000,000 pounds and the 
value was $14,065,000,000. In 1917, the largest export year in World War 
total exports were valued at $6,234,000,000. In value, Lend-Lease expor 
represented 80 per cent of the total, but in physical volume they account 
for only 42 per cent of the export weight. Lend-Lease materials tend to rt 
a higher value per pound than non-Lend-Lease exports. General imports f 
1944 amounted to $3,911,000,000, the highest figure since 1929. 


Civil Employment. — Civilian employment declined by more than 1,000,0 
in 1944, according to a recent report by the National Industrial Conferen 
Board. The number of civil employees was 52,078,000, as compared with t 
record total of 53,097,000 reached in 1943, and 44,624,000 in 1939. Pe: 
government civilian employment of 6,100,000 was reached in December, 194 
an increase of 49 per cent over the number for December, 1939. 


